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Executive Overview

The Company is a leading global reinsurer, with a broadly diversified and balanced portfolio
of traditional reinsurance risks and capital markets risks. Successful risk management is the
foundation of the Company’s value proposition, with diversification of risks at the core of its
risk management strategy.

The Company’s ability to succeed in the risk assumption and management business is
dependent on its ability to accurately analyze and quantify risk, to understand volatility and
how risks aggregate or correlate, and to establish the appropriate capital requirements

and absolute limits for the risks assumed. All risks are managed by the Company within an
integrated framework of policies and processes that ensure the intelligent and consistent
evaluation and valuation of risk, and ultimately provide an appropriate return to shareholders.

The Company's economic objective is to manage a portfolio of risks that will generate
compound annual diluted book value per share growth of 10 percent and an average
operating return on beginning shareholders’ equity of 13 percent over a reinsurance cycle.

In its reinsurance portfolio, the Company writes all lines of business in virtually all markets
worldwide, and differentiates itself through its risk management strategy and its financial
strength. In assuming its clients’ risks, the Company removes the volatility associated with
those risks from the clients’ financial statements, and then manages those risks and the
risk-related volatility. Through its broad product and geographic diversification, its excellent
execution capabilities and its local presence in most major markets, the Company is able to
stabilize returns, respond quickly to market needs, and capitalize on business opportunities
virtually anywhere in the world.

Similarly, for the Company’s capital markets risks, which include both public and private
market investments, diversification of risks is critical to achieving the risk and return
objectives of the Company. The Company’s investment policy distinguishes between liquid,
high quality assets that support the Company’s liabilities, and the more diversified, higher

risk asset classes that make up the Company’s capital funds. While there will be years where
capital markets risks achieve less than the risk-free rate of return, or potentially even negative
results, the Company believes the rewards for assuming these risks in a disciplined and
measured way will produce a positive excess return to the Company over time. Additionally,
since capital markets risks are not fully correlated with the Company’s reinsurance risks, this
increases the overall diversification of the Company’s total risk portfolio.

The reinsurance markets have historically been highly cyclical in nature. The cycle is driven
by competition, the amount of capital and capacity in the industry, loss events and investment
returns. The Company’s long-term strategy to generate shareholder value focuses on broad
product, asset and geographic diversification of risks, assuming a moderately greater degree
of risk than the market average, actively managing its capital across its portfolio and over the
duration of the cycle, adding value through underwriting and transactional excellence and
achieving superior returns on invested assets in the context of a disciplined risk framework.

The Company generates its reinsurance revenue from premiums. Premium rates and terms
and conditions vary by line of business depending on market conditions. Pricing cycles are
driven by supply of capital in the industry and demand for reinsurance and other risk transfer
products. The reinsurance business is also influenced by several other factors, including
variations in interest rates and financial markets, changes in legal, regulatory and judicial
environments, loss trends, inflation and general economic conditions.
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Throughout the late 1990s, the industry's operating profitability and cash flows declined

as a result of declining prices, a deterioration in terms and conditions and increasing loss
costs. These negative trends were, however, offset by high investment returns that led to
continued growth in capital. Between 2001 and 2004, premium rates increased, driven by
large loss events and there were steep declines in interest rates and equity values, adding to
the pressure for improvements in pricing and underwriting terms. These began to reverse in
late 2003 and continued into 2004, when the Company began to see a flattening in the rate
of improvement in the terms and conditions of the most profitable lines, and a slower rate of
improvement in those lines that had not yet reached their peak in terms of profitability. During
2005, pricing was generally flat to down, except for wind-exposed lines, with 2005 being
the worst year in the history of the industry in terms of catastrophe losses, with Hurricane
Katrina being the largest insured event ever, two other significant Atlantic hurricanes, Rita
and Wilma, as well as a significant windstorm and a flood in Europe. Consequently, the
Company observed in 2006 strong pricing increases in the lines and geographies that were
affected by the large 2005 catastrophic loss events. Pricing in other lines was generally
stable. In 2007, pricing remained strong for U.S. wind-exposed lines, while all other lines saw
pricing declines.

In 2008, pricing declined in most major markets and most lines of business. There was a
continuation of the trend toward increasing risk retention by cedants, and restructuring
proportional coverages to non-proportional treaties, which led to the reduction in the amount
of premiums in the reinsurance marketplace. The second half of 2008 was highly unusual
on many levels: severity of losses, such as Hurricane lke, the third largest natural catastrophe
in history, frequency of losses and severe and widespread financial turmoil stemming from
the sub-prime mortgage and resulting global credit and financial crisis. The financial markets
have experienced severe dislocation and unprecedented events during 2008, including
extreme volatility in foreign exchange markets and worldwide equity markets, significant
declines in risk-free interest rates and increases in credit spreads, risk assets under-
performing risk-free assets and several financial institutions being subject to government
bail-out packages both in the U.S. and Europe. The ongoing financial and capital markets
crises are likely to be a transforming event for the reinsurance industry, given a new sense
of risk and exposure and continued volatility. This will not only impact the normal reinsurance
pricing and profit cycle, but also the capital markets, given continued volatility, increased
regulation and certain investment products and strategies that have been largely discredited.

The January 1, 2009 renewal saw market conditions beginning to stabilize overall, and
improve significantly in catastrophe-exposed lines. U.S. casualty lines remained uncertain
at the January 1, 2009 renewals, with no indication of improving pricing or terms and
conditions, despite growing evidence of increasing loss trends. The Company grew in
markets with the most attractive risk and return opportunities, and maintained its position
in lines where priced profitability has stabilized, but not yet improved. Management believes
it has maintained the diversification in its risk portfolio and maintained a similarly priced
technical ratio (defined below) to that of the January 1, 2008 renewal.

A key challenge facing the Company is to successfully manage through all phases of the
reinsurance cycle. The Company is confident in its long-term strategy, and believes that by
closely monitoring the progression of each line of business, being selective in the business
that it writes, and maintaining the diversification and balance of its portfolio, it will optimize
returns. Individual lines of business and markets have their own unique characteristics

and are at different stages of the reinsurance pricing cycle at any given point in time.
Management believes it has achieved appropriate portfolio diversification by product,
geography, line and type of business, length of tail, and distribution channel, and that this
diversification, in addition to the financial strength of the Company and its strong globall
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franchise, will help to mitigate cyclical declines in underwriting profitability and to achieve a
more stable return over time.

Within the Company’s Life segment, the reinsurance market is differentiated between
mortality and longevity products, with mortality being the larger market. For the mortality
markets in which the Company writes business, the Company observed stable pricing for
continental Europe and Latin America. In contrast, there are more competitive conditions in
the UK. and Ireland, and while these two markets remain attractive, appropriate risk selection
and pricing is important. The Company does not write life business in the U.S. market.

The Company’s profitability is significantly affected by the level of its losses and loss
expenses incurred. The Company recognizes losses and loss expenses on the basis of actual
and expected claims on business written and earned. The Company’s Non-life net reserve
position at December 31, 2008 was $7.4 billion. Management believes that it follows prudent
reserving policies to maintain a strong financial position. A key challenge for the Company

is the accurate estimation of loss reserves for each line of business, which is critical in order
to accurately determine the profitability of each line and allocate the appropriate amount of
capital to each line in a manner that optimizes profitability.

At year end 2008, given the deterioration in global credit markets and worldwide economies,
the Company re-evaluated the loss potential for business written in its Global (Non-U.S.)
credit/surety, and to a lesser extent, the U.S. surety line of business, and its Global (Non-
U.S) and U.S. specialty casualty lines of business, primarily directors and officers exposures,
to ensure that the Company has reserved for an anticipated increase in claims for the

2006, 2007 and 2008 underwriting years. The Company'’s reserves for unpaid losses

and loss expenses for its credit/surety and specialty casualty lines of business represent
Management's best estimate of the ultimate cost to settle the liabilities based on information
available at December 31, 2008.

The Company’s capital markets and investment operations, including public and private
market investments, experienced a difficult year in 2008, with significant economic fallout
resulting from the deterioration of the credit markets which began in 2007 and the collapse
of the credit and equity markets in 2008. The impact of the turmoil in the credit markets
and broader economy was partially mitigated by the Company’s high quality asset portfolio.
The Company’s total return on its investment portfolio was well below the risk-free rate of
return during 2008, but nevertheless was a positive return, excluding the impact of foreign
exchange. The Company believes that capital markets risks managed in a disciplined and
measured way will generate positive excess return to the Company over time.

The Company generates revenue from its substantial and high quality investment

portfolio. The Company follows prudent investment guidelines through a strategy that

seeks to maximize returns while managing investment risk in line with the Company’s overall
objectives of earnings stability and long-term book value growth. The Company allocates its
invested assets into two categories: liability funds and capital funds. See the discussion of
liability funds and capital funds in Financial Condition, Liquidity and Capital Resources.

A key challenge for the Company is achieving the right balance between current investment
income and total returns (that include price appreciation or depreciation) in changing market
conditions. The Company regularly reviews the allocation of investments to asset classes
within its investment portfolio and allocates investments to those asset classes the Company
anticipates will outperform in the near future, subject to limits and guidelines. Similarly, the
Company reduces its exposure to risk asset classes where returns are underperforming, as
was the case during 2008 when the Company substantially reduced its allocation to equities.
The Company may also lengthen or shorten the duration of its fixed income portfolio in
anticipation of changes in interest rates, or increase or decrease the amount of credit risk it
assumes, depending on credit spreads and anticipated economic conditions.
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Reported premiums written and earned and acquisition costs on proportional treaties are
generally based upon reports received from cedants and brokers, supplemented by

the Company’s own estimates of premiums written and acquisition costs for which ceding
company reports have not been received. Premium and acquisition cost estimates are
determined at the individual treaty level. The determination of estimates requires a review of
the Company’s experience with cedants, familiarity with each geographic market, a thorough
understanding of the individual characteristics of each line of business and the ability to
project the impact of current economic indicators on the volume of business written and
ceded by the Company’s cedants. Estimates for premiums and acquisition costs are updated
continuously as new information is received from the cedants. Differences between such
estimates and actual amounts are recorded in the period in which estimates are changed or
the actual amounts are determined.

The magnitude and impact of a change in premium estimate differs for proportional and
non-proportional treaties. Non-proportional treaties generally include a fixed minimum
premium and an adjustment premium, which is generally less than 5% of the fixed
minimum premium. While fixed minimum premiums require no estimation, adjustment
premiums are estimated and could be subject to changes in estimates. Although proportional
treaties may be subject to larger changes in premium estimates, as the Company generally
receives cedant statements in arrears and must estimate all premiums for periods ranging
from one month to more than one year (depending on the frequency of cedant statements),
the pre-tax impact is mitigated by changes in the cedant's related reported acquisition costs
and losses. The impact of the change in estimate on premiums earned and pre-tax results
varies depending on when the change becomes known during the risk period and the
underlying profitability of the treaty. For the year ended December 31, 2008, the Company
recorded reductions of $15 million and $1 million in net premiums written and net premiums
earned, respectively, related to changes in Non-life premium estimates of prior year reported
premiums. These reductions, after the corresponding adjustments to acquisition costs and
losses and loss expenses, had no material impact on consolidated pre-tax income. However,
these adjustments for the year ended December 31, 2008 are the result of offsetting
impacts in the Company’s Non-life sub-segments. The Company’s U.S,, Global (Non-U.S.)
P&C and Catastrophe sub-segments reported combined decreases in net premiums written
and net premiums earned of $102 million and $64 million, respectively, which were partially
offset by the Global (Non-U.S.) Specialty sub-segment, which reported increases in net
premiums written and net premiums earned of $87 million and $63 million, respectively.

A 5% increase (decrease) in net premium written estimates and the corresponding
acquisition costs for all of the Company’s Non-life non-proportional treaties would increase
(decrease) the 2008 pre-tax income by approximately $21 million, assuming the changes
become known at the mid-point of the risk period.

For proportional treaties, the impact of a change in net premium written estimates on pre-tax
income varies depending on the losses and loss expenses and acquisition costs of the treaty
affected by the change. For example, a 5% increase (decrease) in net premiums written

and the corresponding acquisition costs and losses in 2008 across all Non-life proportional
treaties would increase (decrease) pre-tax income by approximately $7 million, applying

the 2008 reported technical ratio and assuming that the changes become known at the
mid-point of the risk period.

A 1% increase (decrease) in acquisition costs for all of the Company's Non-life treaties
(both proportional and non-proportional) for the year ended December 31, 2008, would
decrease (increase) pre-tax income by approximately $4 million, assuming no change in
premium estimates and that the changes become known at the mid-point of the risk period.
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Acquisition costs, primarily brokerage fees, commissions and excise taxes, which vary directly
with, and are primarily related to, the acquisition of reinsurance contracts, are capitalized

and charged to expense as the related premium is earned. The recovery of deferred policy
acquisition costs is dependent upon the future profitability of the related business. Deferred
policy acquisition costs recoverability testing is performed at least once a year together with
the reserve adequacy test, based on the latest best estimate assumptions by line of business.

Income Taxes

FASB Statement No. 109 “Accounting for Income Taxes” (SFAS 109) provides that a
deferred tax asset or liability is to be recognized for the estimated future tax effects
attributable to temporary differences and carryforwards. SFAS 109 also establishes
procedures to assess whether a valuation allowance should be established for deferred tax
assets. All available evidence, both positive and negative, is considered to determine whether,
based on the weight of that evidence, a valuation allowance is needed for some portion or
all of a deferred tax asset. Management must use its judgment in considering the relative
impact of positive and negative evidence. The Company also establishes tax liabilities
relating to uncertain tax positions as defined in FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109” (FIN 48).
See Note 2(i) and Note 7 to Consolidated Financial Statements.

The Company has estimated the future tax effects attributed to temporary differences

and has a deferred tax asset at December 31, 2008 of $192 million. The most significant
components of the deferred tax asset relate to loss reserve discounting for tax purposes

in the United States and operating tax loss carryforwards in Ireland. At December 31, 2008,
the deferred tax asset relating to the Irish tax loss carryforward was $27 million, and is
subject to an indefinite carryforward period.

The Company has projected future taxable income in the tax jurisdictions in which the
deferred tax assets arise. These projections are based on Management's projections

of premium and investment income, and technical and expense ratios. Based on these
projections, Management evaluates the need for a valuation allowance. The Company did
not have any valuation allowance at December 31, 2008 or 2007. A 10% reduction in the
deferred tax asset of $192 million as of December 31, 2008 would result in a $19 million
charge to net income and a corresponding reduction in total assets.

The deferred tax liabilities as of December 31, 2008 were $105 million. In accordance with
SFAS 109, the Company has assumed that the future reversal of deferred tax liabilities

will result in an increase in taxes payable in future years. Underlying this assumption is

an expectation that the Company will continue to be subject to taxation in the various tax
jurisdictions and that the Company will continue to generate taxable revenues in excess of
deductions. A 10% increase in the deferred tax liability as of December 31, 2008 would
result in a $11 million charge to net income and a corresponding increase in total liabilities.

The Company’s unrecognized tax benefit related to FIN 48 was a liability of $40 million

at December 31, 2008. A 10% increase in the unrecognized tax benefit as of December 31,
2008 would result in a $4 million charge to net income and a corresponding increase in
total liabilities.

Valuation of Investments, including certain derivative financial instruments

The Company adopted FASB Statement No. 157, “Fair Value Measurements” (SFAS 157)

on January 1, 2008. Fair value is the price received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The
Company measures the fair value of financial instruments according to a fair value hierarchy
that prioritizes the information used to measure fair value into three broad levels.
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The SFAS 157 fair value hierarchy prioritizes the inputs to valuation techniques used to
measure fair value by maximizing the use of observable inputs and minimizing the use of
unobservable inputs by requiring that the most observable inputs be used when available.
Observable inputs are inputs that market participants would use in pricing an asset or liability
based on market data obtained from sources independent of the Company. Unobservable
inputs are inputs that reflect the Company’s assumptions about what market participants
would use in pricing the asset or liability based on the best information available in the
circumstances. The level in the hierarchy within which a given fair value measurement falls

is determined based on the lowest level input that is significant to the measurement.

The Company must determine the appropriate level in the hierarchy for each financial
instrument that it measures at fair value. In determining fair value, the Company uses
various valuation approaches, including market, income and cost approaches. See Note 3
to Consolidated Financial Statements for more detail on the valuation techniques, methods
and assumptions that were used by the Company to estimate the fair value of its fixed
maturities and short-term investments, equities and other invested assets. See Note 17 to
Consolidated Financial Statements for more discussion of the Company’s use of derivative
financial instruments.

The Company records all of its fixed maturity and equity investments and certain other
invested assets, including derivative financial instruments, at fair value in its Consolidated
Balance Sheets. The changes in fair value of all of the Company’s investments carried at
fair value are recorded in net realized and unrealized investment gains and losses in the
Consolidated Statements of Operations and are included in the determination of net income
in the period in which they are recorded.

Under the SFAS 157 hierarchy, Management uses certain assumptions and judgments

to derive the fair value of its investments, particularly for those assets with significant
unobservable inputs, commonly referred to as Level 3 assets. At December 31, 2008, the
Company had $96 million of Level 3 assets, including fixed maturities ($78 million), equities
($34 million) and other invested assets (negative $16 million, mainly reflecting fair value
adjustments on derivatives). For the fixed maturities and equities, a 10% decline in the fair
value of these investments would result in an $11 million pre-tax charge to income and a
corresponding reduction in investments and total assets.

Included in other invested assets, the Company has various loans receivable totaling

$26 million at December 31, 2008. In addition, included in the Company's other invested
assets are entities which are accounted for using the equity method and investments

for which the Company uses investment company accounting, totaling $92 million at
December 31, 2008. The Company does not measure its investments that are accounted
for using the equity method of accounting or investment company accounting at fair
value. For loans receivable and investments that are accounted for using the equity
method of accounting and investment company accounting, a 10% decline in the carrying
value of these investments would result in a $12 million pre-tax charge to income and a
corresponding reduction in investments and total assets.

The Company utilizes derivatives for a variety of purposes, as discussed in Note 17 to
Consolidated Financial Statements. The Company's derivatives are carried at fair value, which
is based on quoted market prices, or internal valuation models where quoted market prices
are not available.

The Company has entered into non-traded weather derivatives and total return and interest
rate swaps. Included in the Level 3 other invested assets are weather derivatives from the
Company’s insurance-linked securities unit with unrealized losses of $5 million on a notional
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exposure of $60 million, and the principal finance unit, with unrealized losses on its total
return swap portfolio of $25 million on notional exposure of $240 million, and unrealized
losses on its interest rate swap portfolio of $12 million.

In aggregate, the Company is not significantly exposed to changes in the valuation of its total
return and interest rate swap portfolio due to changes in the general level of interest rates.
However, at December 31, 2008, the Company estimated that a 100 basis point increase

or decrease in all risk spread assumptions used in the Company’s internal valuation models
would result in a $5 million decrease or a $6 million increase, respectively, in the fair value of
its total return and interest rate swap portfolio.

The Company is exposed to changes in the expected amount of future cash flows of the
reference assets in its total return swap portfolio. The Company’s total return swap portfolio
references many different underlying assets with a number of risk factors. At December 31,
2008, the notional value of the total return swap portfolio was $240 million and the fair
value of the assets underlying the total return swap portfolio was $215 million. The Company
estimated that each 1% increase or decrease in the amount of all expected future cash
flows related to the reference assets would result in a $2 million increase or decrease,
respectively, in the fair value of its total return swap portfolio.

Goodwill

FASB Statement No. 142, “Goodwill and Other Intangible Assets” (SFAS 142) requires
that the Company make an annual assessment as to whether the value of the Company’s
goodwill asset is impaired. Impairment, which can be either partial or full, is based on a fair
value analysis by individual reporting unit. Based upon the Company's assessment at the
reporting unit level, there was no impairment of its goodwill asset of $430 million as of
December 31, 2008.

In making an assessment of the value of its goodwill, the Company uses both market based
and non-market based valuations. Assumptions underlying these valuations include an
analysis of the Company’s stock price relative to both its book value and its net income in
addition to forecasts of future cash flows and future profits. Significant changes in the data
underlying these assumptions could result in an assessment of impairment of the Company’s
goodwill asset. In addition, if the current economic environment and/or the Company'’s
financial performance were to deteriorate significantly, this could lead to an impairment of
goodwill, the write-off of which would be recorded against net income in the period such
deterioration occurred. If a 5% decline in the fair value of the reporting units occurred, this
would not result in an impairment of the goodwill asset at December 31, 2008.

Results of Operations

The following discussion of Results of Operations contains forward-looking statements
based upon assumptions and expectations concerning the potential effect of future events
that are subject to uncertainties. See Item 1A of Part | of the Company's report on

Form 10-K for a complete list of the Company’s risk factors. Any of these risk factors
could cause actual results to differ materially from those reflected in such forward-looking
statements.

The Company's reporting currency is the U.S dollar. The Company’s subsidiaries and
branches have one of the following functional currencies: U.S. dollar, euro or Canadian dollar.
As a significant portion of the Company’s operations is transacted in foreign currencies,
fluctuations in foreign exchange rates may affect year over year comparisons. To the extent
that fluctuations in foreign exchange rates affect comparisons, their impact has been
quantified, when possible, and discussed in each of the relevant sections. See Note 2(j) to
Consolidated Financial Statements for a discussion on translation of foreign currencies.
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The foreign exchange fluctuations for the principal currencies in which the Company

transacts business were as follows:

- the U.S. dollar average exchange rate was weaker against most currencies, except the
British pound, in 2008 compared to 2007 and was weaker against most currencies,
except the Japanese yen, in 2007 compared to 2006;

- the U.S. dollar strengthened against the British pound, euro and Canadian dollar and
weakened against the Swiss franc and Japanese yen at December 31, 2008 compared
to December 31, 2007.

Overview

The Company measures its performance in several ways. Among the performance measures
accepted under U.S. GAAP is diluted net income per share, a measure that focuses on the
return provided to the Company's common shareholders. Diluted net income per share is
obtained by dividing net income available to common shareholders by the weighted average
number of common and common share equivalents outstanding. Net income available to
common shareholders is defined as net income less preferred dividends.

As the Company’s reinsurance operations are exposed to low-frequency high-severity risk
events, some of which are seasonal, results for certain years may include unusually low loss
experience, while results for other years may include significant catastrophic losses. For
example, the Company’s results for 2008 and 2007 included losses from large catastrophic
events, while 2006 included no significant catastrophic loss. To the extent that losses related
to large catastrophic events affect the year over year comparison of the Company’s resuilts,
their impact has been quantified and discussed in each of the relevant sections.

In 2008, the Company incurred losses of $305 million, net of reinstatement premiums, related
to Hurricane lke compared to $50 million, net of reinstatement premiums, relating to European
windstorm Kyrill in 2007. The Company’s actual losses from Hurricane ke may exceed the
estimated losses as a result of, among other things, an increase in industry incurred loss
estimates and the receipt of additional information from cedants, brokers and loss adjusters.

The following table reflects the components of the Company’s incurred losses of

$305 million, net of reinstatement premiums, related to Hurricane Ike and the impact on the
Company's segments and sub-segments during the year ended December 31, 2008

(in millions of U.S. dollars):

Global Global Total
(Non-U.S) (Non-U.S) Non-life Life Corporate

us. P&C Specialty  Catastrophe Segment Segment and Other Total
Losses and loss expenses $ (67) $ - $ (67) $ (183) $ @17) % - $ (15) $ (332)
Reinstatement or
additional premiums earned 9 — 3 20 32 — 2 34
Impact on technical result $ B8) % - $ ®4) $ (@(163) $ (285 % - % 13)  $  (298)
Realized investment losses — — ®) (5)
Other loss @) — — 2
Impact on pre-tax income $ ©@87) % - $ (18) $ (305)

The Company adopted SFAS 159 on January 1, 2008. Prior to the adoption of SFAS 159,
unrealized gains and losses, net of tax, on available for sale securities were recorded as

a component of accumulated other comprehensive income in the Consolidated Balance
Sheets. Following the adoption of SFAS 159, the Company’s available for sale securities have
been reclassified as trading securities and all changes in pre-tax unrealized gains and losses
are recorded in net realized and unrealized investment losses in the Consolidated Statement
of Operations.
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During the second half of 2008, the world's financial markets experienced unprecedented
events and severe dislocation, which led to the U.S. government approving a $700 billion
package to provide increased liquidity to eligible financial institutions. The concerns spread to
Europe and Asia, as there was a growing recognition that the problems were not contained
in the U.S,, and other governments provided similar bail-out packages to support their
economies. Interest rates decreased, credit spreads widened, equity markets declined and
the U.S. dollar strengthened against most currencies.

While the Company has a high-quality, well balanced and liquid investment portfolio, it has
been impacted by macro events in the economy and financial markets. The Company's
financial position and results of operations include a decline in the fair value of its investment
portfolio, and the related increase in the level of unrealized losses on investments, which,
following the adoption of SFAS 159 are recorded in net income, and a decline in the
currency translation account given the strengthening of the U.S. dollar against other major
currencies at December 31, 2008.

The impacts of the global financial and economic crisis are wide-ranging and have also
affected the Company’s reinsurance operations. Accordingly, the Company has revised

its loss estimates and increased its prior year reserves in certain lines of business for the
2006, 2007 and 2008 underwriting years, where increased reported claims are anticipated,
given deteriorating economic and credit conditions. The Company’s loss reserves related

to the impacted lines of business represent Management's best estimate of the cost to
settle the ultimate liabilities related to these events based on information available at
December 31, 2008.

These factors are discussed below in Review of Net Income, Results by Segment and
Financial Condition, Liquidity and Capital Resources. These events and continuing
disruptions, uncertainty or volatility in the capital or credit markets may continue to affect
our results of operations and financial condition in the future.

Net income, preferred dividends, net income available to common shareholders and diluted
net income per share for the years ended December 31, 2008, 2007 and 2006 were as
follows (in millions of U.S. dollars, except per share data):

2008 2007 2006
Net income $ 47 $ 718 $ 749
Less: preferred dividends 35 35 34
Net income available to common shareholders $ 12 $ 683 $ 715
Diluted net income per share $ 022 $ 1.87 $ 12.37

The decline in net income, net income available to common shareholders and diluted

net income per share for 2008 compared to 2007 resulted primarily from an increase in net
realized and unrealized investment losses of $459 million, an increase of $255 million in
large catastrophic losses relating to Hurricane lke in 2008 compared to European windstorm
Kyrill in 2007, and higher mid-sized losses and loss estimates on certain lines of business,
and was partially offset by a decrease in losses from the Company’s interest in the results of
equity investments, a lower tax charge and higher net investment income in 2008 compared
to 2007. These items are discussed in the Review of Net Income.

Net income, net income available to common shareholders and diluted net income per
share for 2007 decreased compared to 2006, primarily as a result of higher net realized
investment losses, losses from the Company’s interest in the results of equity investments
and other losses from the Company’s principal finance line, which were partially offset by
an increase in the Non-life underwriting result, higher net investment income and a lower
income tax expense in 2007 compared to 2006.
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Review of Net Income

Management analyzes the Company’s net income in three parts: underwriting result,
investment result and other components of net income. Underwriting result consists of net
premiums earned and other income or loss less losses and loss expenses and life policy
benefits, acquisition costs and other operating expenses. Net investment income includes
interest and dividends, net of investment expenses, generated by the Company's investment
portfolio, as well as interest income generated on funds held. Net realized and unrealized
investment gains and losses include sales of the Company's fixed income, equity and
other invested assets, changes in net unrealized gains and losses in 2008 and other-than-
temporary impairment charges in 2007 and 2006. Interest in earnings or losses of equity
investments includes the Company’s strategic investments, including ChannelRe Holdings.
Other components of net income include other income or loss, other operating expenses,
interest expense, net foreign exchange gains and losses and income tax expense.

The components of net income for the years ended December 31, 2008, 2007 and 2006
were as follows (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006
Underwriting result:
Non-life $ 199 (69)% $ 635 27% $ 499
Life (50) 54 (33) 44 (22)
Investment result:
Net investment income 573 9 523 16 449
Net realized and unrealized investment (losses) gains (531) 633 (72) NM 47
Interest in (losses) earnings of equity investments (5) (93) (83) NM 12
Corporate and Other:
Technical result 1 (59) 3 NM —
Other income (loss) 6 NM ©24) NM 19
Other operating expenses (91) 14 (80) 6 (75)
Interest expense (51) (5) (54) 12) 1)
Net foreign exchange gains (losses) 6 NM (15) (33) 24)
Income tax expense (10) (88) (82) (14) (95)
Net income $ 47 (94) $ 718 (4) $ 749

NM: not meaningful

Underwriting result is a key measurement that the Company uses to manage and evaluate
its Non-life and Life segments, as it is a primary measure of underlying profitability for the
Company'’s core reinsurance operations, separate from the investment results. The Company
believes that in order to enhance the understanding of its profitability, it is useful for investors
to evaluate the components of net income separately and in the aggregate. Underwriting
result should not be considered a substitute for net income and does not reflect the overall
profitability of the business, which is also impacted by investment results and other items.

2008 over 2007

The underwriting result for the Non-life segment decreased by $436 million, from

$635 million in 2007 to $199 million in 2008. The decrease was principally attributable to:

- anincrease in large catastrophic losses of $237 million, net of reinstatement premiums,
relating to Hurricane ke in 2008 compared to European windstorm Kyrill in 2007;

- adecrease of approximately $186 million resulting primarily from higher loss estimates for
the 2007 and 2008 underwriting years in certain lines of business reflecting deteriorating
economic and credit conditions, and also a higher frequency of mid-sized losses and
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normal fluctuations in profitability between periods generally, given the softening market
conditions; and

- anincrease of $17 million in other operating expenses; partially offset by

- an increase of $4 million in net favorable development on prior accident years, from
$414 million in 2007 to $418 million in 2008. The components of the net favorable loss
development are described in more detail in the discussion of individual sub-segments in
Results by Segment below.

Underwriting result for the Life segment decreased from a loss of $33 million in 2007 to

a loss of $50 million in 2008, primarily due to higher operating expenses of $10 million

and a decrease of $7 million in the technical result. The decrease of $7 million in the
technical result was driven by an increase in net adverse prior year reserve development of
$22 million reflecting charges in our GMDB line due to adverse capital market conditions.
This was partially offset by a change in the mix of business to the mortality line and normal
fluctuations in profitability between periods. See Results by Segment below for more details.

The Company reported net investment income of $573 million in 2008 compared to

$523 million in 2007. The 9% increase in net investment income is primarily attributable to
the increase in the asset base resulting from the investment of the Company’s significant
cash flows from operations and from higher reinvestment rates on fixed maturity bonds,
on average, during 2008. Higher average foreign exchange rates also contributed 2% of
the increase as a result of the weakening of the U.S. dollar, on average, in 2008 compared
to 2007.

Net realized and unrealized investment losses increased by $459 million, from a loss of
$72 million in 2007 to a loss of $5631 million in 2008. The increase in net realized and
unrealized investment losses in 2008 was mainly due to increases in credit spreads,
declines in worldwide equity markets and defaults on certain corporate bonds, which were
partially offset by decreases in U.S. and European risk-free interest rates. Net realized and
unrealized investment losses of $531 million in 2008 were primarily due to net realized
losses on equities of $230 million, change in net unrealized losses on fixed maturities of
$151 million, change in net unrealized losses on equities of $145 million, and net realized
losses on fixed maturities of $16 million, partially offset by other net realized and unrealized
gains of $11 million. The unrealized investment losses reflect the Company's adoption of
SFAS 1569, which was effective January 1, 2008. Thus, the results of 2008 and 2007 are
not comparable. See Net Realized and Unrealized Investment (Losses) Gains below for more
details on the net realized and unrealized loss activity.

Interest in the results of equity investments increased from a loss of $83 million in 2007 to
aloss of $5 million in 2008. The loss recorded in the 2007 period was due to a $93 million
charge related to the Company’s investment in ChannelRe Holdings. As this investment is
fully written off, no similar charge was recorded in the 2008 period. See the discussion in
Corporate and Other below for more details.

Technical result and other income (loss) in Corporate and Other relate to principal finance
transactions and insurance-linked securities. The decrease in the technical result from
income of $3 million in 2007 to income of $1 million in 2008 is primarily related to large
catastrophic losses from Hurricane lke of $13 million, net of reinstatement premiums, in the
insurance-linked securities line in 2008, which is partially offset by higher net premiums
earned in 2008 compared to 2007. Other income (loss) increased from a loss of $24 million
in 2007 to income of $6 million in 2008. The 2007 period reflected write-downs and
mark-to-market adjustments on various transactions in the principal finance line. See the
discussion in Corporate and Other below.



PartnerRe Ltd.
Management’s Discussion and Analysis of Financial Condition and
Results of Operation

Other operating expenses included in Corporate and Other increased by $11 million from
$80 million in 2007 to $91 million in 2008. The increase was primarily due to an increase in
personnel costs, including stock-based compensation expense.

Interest expense decreased by $3 million, from $54 million in 2007 to $51 million in 2008
mainly due to lower interest expense on the Company’s $400 million floating-rate long-term
debt, partially offset by a make-whole payment of $3 million incurred in 2008 related to the
early retirement of the Company’s $220 million bank loan.

Net foreign exchange gains were $6 million in 2008 compared to losses of $15 million

in 2007. The Company hedges a significant portion of its currency risk exposure, as
discussed in Quantitative and Qualitative Disclosures about Market Risk. The net foreign
exchange gains in 2008 were mainly a result of lower forward points paid, which reflect

the interest rate differential between currencies bought and sold against the U.S. dollar

and euro, and changes in the Company’s net U.S. dollar assets in its subsidiaries whose
functional currency is other than the U.S. dollar, partially offset by the impact of the currency
movements on unhedged securities against the functional currencies of the Company’s
subsidiaries or branches.

Income tax expense decreased by $72 million, from $82 million in 2007 to $10 million in
2008 reflecting lower pre-tax results. The income tax expense of $10 million in 2008 was
primarily due to a non-recurring tax charge of approximately $46 million resulting from asset
transfers between various subsidiaries and branches relating to the Company's European
reorganization on January 1, 2008, and an increase in the FIN 48 liability for unrecognized
tax benefits, and was partially offset by a tax benefit associated with the net realized and
unrealized losses on investments and other tax benefits associated with favorable foreign
exchange revaluations.

2007 over 2006

The underwriting result for the Non-life segment increased by $136 million, from

$499 million in 2006 to $635 million in 2007. The increase was principally attributable to:

- anincrease of $162 million in net favorable development on prior accident year losses,
from $252 million in 2006 to $414 million in 2007; and

- anincrease in the volume of premiums earned of $31 million and normal fluctuations in
profitability between periods of approximately $1 million; partially offset by

- anincrease in the level of large catastrophic losses of $50 million, net of reinstatement
premiums, relating to European windstorm Kyrill in 2007; and

- an increase in other operating expenses of $8 million.

The components of the net favorable loss development are described in more detail in the
discussion of individual sub-segments in the next section.

Underwriting result for the Life segment decreased from a loss of $22 million in 2006 to
a loss of $33 million in 2007, primarily due to a decrease of $14 million in net prior year
reserve development in 2007 compared to 2006, and higher operating expenses, partially
offset by an increase in profitability in the mortality line.

The Company reported net investment income of $523 million in 2007 compared to

$449 million in 2006. The 16% increase in net investment income was primarily attributable to
the increase in the asset base resulting from the investment of the Company’s significant cash
flows from operations, which totaled $1,227 million in 2007 and from higher reinvestment
rates during 2007. Changes in average foreign exchange rates contributed 3% of the increase
as a result of the weakening of the U.S. dollar, on average, in 2007 compared 2006.

Net realized investment (losses) gains decreased by $119 million, from a gain of $47 million
in 2006 to a loss of $72 million in 2007, mainly due to an increase in other-than-temporary
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impairment charges of $98 million in 2007 over 2006. Realized investment gains and losses
are generally a function of multiple factors, with the most significant being the prevailing
interest rates and equity market conditions, the timing of disposition of fixed maturities and
equity securities, and charges for the recognition of other-than-temporary impairments in
the Company’s investment portfolio. The other-than-temporary impairment charges were
primarily due to the increase in interest rates and to equity securities with large unrealized
loss positions that were written down. See Net Realized and Unrealized Investment (Losses)
Gains for more details on the realized gain and loss activity.

Interest in the results of equity investments decreased from income of $12 million in 2006
to a loss of $83 million in 2007, primarily due to the write-down of the Company's investment
in ChannelRe Holdings due to unrealized mark-to-market losses of Channel Reinsurance’s
credit derivative portfolio. See the discussion in Corporate and Other below.

The increase of $3 million in the technical result for 2007 compared to 2006 resulted
primarily from the insurance-linked securities line. The decrease of $43 million in other (loss)
income in 2007 compared to 2006 was primarily attributable to a decrease of $35 million
from the principal finance line due to write-downs and mark-to-market adjustments on
various transactions in 2007, while 2006 benefited from accelerated profit recognition on
the early termination of a number of long term contracts. See the discussion in Corporate
and Other below.

Other operating expenses included in Corporate and Other increased by $5 million, primarily
due to an increase in personnel costs and increases in consulting and professional fees.

Interest expense decreased by $7 million in 2007 compared to 20086, primarily due to an
expense of $6 million incurred in December 2006 upon the redemption of the Company’s
trust preferred securities, representing the unamortized portion of the trust preferred
securities’ issuance costs.

Net foreign exchange losses were $15 million and $24 million in 2007 and 2006,
respectively. The decrease in the foreign exchange loss in 2007 was mainly due to lower
forward points paid and gains on currencies that the Company does not hedge.

Income tax expense decreased by $13 million, from $95 million in 2006 to $82 million

in 2007. The decrease resulted primarily from a tax benefit of $7 million in 2007 due to a
net reduction of the FIN 48 liability for unrecognized tax benefits relating primarily to the
expiration of various statutes of limitations and completion of tax audits, and from a favorable
tax benefit of $8 million related to the weakening of the U.S. dollar against the Swiss franc
and the euro.

Results by Segment

The Company monitors the performance of its operations in three segments, Non-life, Life
and Corporate & Other. The Non-life segment is further divided into four sub-segments, U.S,
Global (Non-U.S.) P&C, Global (Non-U.S.) Specialty and Catastrophe. Segments and sub-
segments represent markets that are reasonably homogeneous in terms of geography, client
types, buying patterns, underlying risk patterns and approach to risk management. See the
description of the Company’s segments and sub-segments as well as a discussion of how
the Company measures its segment results in Note 19 to Consolidated Financial Statements.

Segment results are shown net of intercompany transactions. Business reported in the
Global (Non-U.S)) P&C and Global (Non-U.S.) Specialty sub-segments and the Life segment
is, to a significant extent, denominated in foreign currencies and is reported in U.S. dollars
at the average foreign exchange rates for each year. The U.S. dollar has fluctuated against
the euro and other currencies during each of the three years presented and this should be
considered when making year to year comparisons.
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Non-life Segment

u.s.

The technical result of the U.S. sub-segment has fluctuated in the last three years reflecting
varying levels of large loss events, a higher level of mid-sized losses predominantly in the
agriculture and property lines of business and development on prior years’ reserves, which
impacted year-to-year comparisons as discussed below. This sub-segment includes the

U.S. casualty line, which represented approximately 45%, 50% and 52% of net premiums
written in this sub-segment for 2008, 2007 and 2006, respectively. This line typically tends
to have a higher loss ratio and a lower technical result, due to the long-tail nature of the risks
involved. Casualty treaties typically provide for investment income on premiums invested
over a longer period as losses are typically paid later than for other lines. Investment income,
however, is not considered in the calculation of technical result.

The following table provides the components of the technical result and the corresponding
ratios for this sub-segment (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006

Gross premiums written $ 1,072 5% $ 1,020 1% $ 1,030
Net premiums written 1,064 4 1,020 1) 1,029
Net premiums earned $ 1,088 9 $ 999 3) $ 1,030
Losses and loss expenses (812) 33 (608) (16) (725)
Acquisition costs (261) 9 (241) 1) (243)
Technical result $ 15 (90) $ 150 143 $ 62
Loss ratio @ 74.6% 60.8% 70.3%
Acquisition ratio @ 24.0 241 237
Technical ratio @ 98.6% 84.9% 94.0%

) Technical result is defined as net premiums earned less losses and loss expenses and acquisition costs.
@ [ oss ratio is obtained by dividing losses and loss expenses by net premiums earned.

© Acquisition ratio is obtained by dividing acquisition costs by net premiums earned.

@ Technical ratio is defined as the sum of the loss ratio and the acquisition ratio.

Premiums
The U.S. sub-segment represented 27%, 27% and 28% of total net premiums written in
2008, 2007 and 2006, respectively.

2008 over 2007

Gross and net premiums written and net premiums earned increased by 5%, 4% and 9%,
respectively, in 2008 compared to 2007. The increase in gross and net premiums written
resulted primarily from growth in the Company’s agriculture and property lines of business.
Due to the increased opportunities in the agriculture line, the Company recorded $247 million
in net premiums written, after the impact of $8 million of retrocessional cover, compared

to $124 million in 2007. The growth in premiums written in the agriculture line of business
increased the Company’s exposure to commodity price risk for crops, as well as drought

and other agricultural risks. Separately, the Company wrote a treaty on December 31, 2008
with premiums of $31 million which will be earned in 2009. The increase in gross and net
premiums written in the agriculture and property lines was partially offset by decreases in all
other lines of business due to higher cedant retentions. The increase in net premiums earned
of 9% in 2008 compared to 2007 was greater than the increase in net premiums written

of 4% due to the change in the mix of business towards agriculture, which is written on a
loss occurring basis, and a decrease in business written in most lines, except agriculture and
property. Notwithstanding the increased competition prevailing in certain lines and markets of
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this sub-segment and the increased risk retention by cedants, the Company was able to write
business that met its portfolio objectives.

2007 over 2006

Gross and net premiums written and net premiums earned decreased 1%, 1% and 3%
respectively, in 2007 compared to 2006. The small decrease resulted from all lines of
business, with the exception of the multiline and surety lines, which increased compared to
2006. Net premiums written were also impacted by higher negative premium adjustments
received from cedants in 2007. The decline in net premiums earned in 2007 compared to
2006 is primarily due to a shift in the mix of business from loss occurring to risk attaching
business, which earns premiums at a slower pace.

Losses and loss expenses and loss ratio
2008 over 2007

The losses and loss expenses and loss ratio reported in 2008 reflected a) net favorable
loss development on prior accident years of $92 million, or 8.4 points on the loss ratio

of this sub-segment; b) large catastrophic losses related to Hurricane lke of $67 million,

or 5.6 points on the loss ratio of this sub-segment; c) higher loss estimates for the 2007
and 2008 underwriting years in the specialty casualty line of business reflecting the
deteriorating economic and financial market conditions; d) a higher level of mid-sized losses
mainly in the agriculture, property and structured risk lines of business; and e) an increase in
the book of business and exposure, as evidenced by the increase in net premiums earned.
The net favorable development of $92 million included net favorable development for

prior accident years in all lines of business, with the exception of the motor and multiline
lines of business, which experienced net adverse development for prior accident years of
$10 million. Loss information provided by cedants in 2008 for prior accident years included
no individually significant losses or reductions of losses but a series of attritional losses

or reductions. Based on the Company’s assessment of this loss information, the Company
decreased its expected ultimate loss ratios for all lines of business (increased for motor and
multiline), which had the net effect of decreasing (increasing for motor and multiline) prior
year loss estimates.

The increase of $204 million in losses and loss expenses in 2008 compared to 2007

included:

- anincrease in losses and loss expenses of approximately $157 million resulting primarily
from an increase in the book of business and exposure, mainly in the agriculture line of
business, and higher loss estimates for the 2007 and 2008 underwriting years in the
specialty casualty line of business, due to reasons discussed above, and a higher level of
mid-sized losses and normal fluctuations in profitability between periods;

- anincrease in large catastrophic losses of $67 million resulting from Hurricane lke; and
was partially offset by

- anincrease of $20 million in net favorable prior year development.

2007 over 2006

The losses and loss expenses and loss ratio reported for 2007 reflected a) no large
catastrophic losses; b) net favorable loss development on prior accident years of $72 million,
or 72 points on the loss ratio of this sub-segment; and c) a decrease in the book of business
and exposure, as evidenced by the decrease in net premiums earned. The net favorable

loss development of $72 million included net favorable loss development for prior accident
years in all lines of business, with the exception of multiline, which included net adverse loss
development for prior accident years of $5 million. Loss information provided by cedants

in 2007 for prior accident years included no individually significant losses or reductions of
losses but a series of attritional losses or reductions. Based on the Company’s assessment
of this loss information, the Company decreased its expected ultimate loss ratios primarily
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for all lines of business (increased for multiline), which had the net effect of decreasing
(increasing for multiline) prior year loss estimates.

The decrease of $117 million in losses and loss expenses for 2007 compared to 2006

included:

- anincrease of $70 million in net favorable prior year development; and

- adecrease in losses and loss expenses of approximately $47 million resulting from a
combination of the lower loss ratio estimates for the 2007 underwriting year, based
on favorable pricing indications, lower net premiums earned and normal fluctuations in
profitability between periods.

Acquisition costs and acquisition ratio
2008 over 2007

The acquisition costs increased in 2008 compared to 2007 as a result of higher net
premiums earned. While the acquisition ratio for 2008 remained flat compared to the same
period in 2007, the effect of the shift in the mix of business to the agriculture line reduced
the acquisition ratio, which was offset by increases in the acquisition ratio for all other lines
of business.

2007 over 2006

The acquisition costs decreased in 2007 compared to 2006 primarily as a result of lower
net premiums earned. The increase in the acquisition ratio in 2007 compared to 2006 was
the result of a modest shift from non-proportional to proportional business, which generally
carries a higher acquisition ratio.

Technical result and technical ratio
2008 over 2007

The decrease of $135 million in the technical result and corresponding increase in technical
ratio in 2008 compared to 2007 was primarily attributable to a decrease of $97 million
resulting from a higher level of mid-sized losses mainly in the agriculture, property and
structured risk lines of business, higher loss estimates on the 2007 and 2008 underwriting
years mainly related to the specialty casualty line of business and normal fluctuations in
profitability between periods, and an increase in large catastrophic losses of $58 million
relating to Hurricane lke, net of $9 million of reinstatement premiums, partially offset by an
increase in net favorable prior year development of $20 million.

2007 over 2006

The increase of $88 million in the technical result and corresponding decrease in the
technical ratio for 2007 compared to 2006 was primarily explained by an increase in net
favorable prior year development of $70 million, and an increase of $18 million resulting
from the normal fluctuations in profitability between periods.

2009 Outlook

During the January 1, 2009 renewals, the Company saw diverse market conditions. The
property market displayed a general strengthening in pricing as well as terms and conditions,
while the casualty market pricing continued to decline, albeit at a decelerating pace. While
approximately 40% of the January 1, 2009 renewal business remains in process (primarily
related to the agriculture business, which traditionally renews later in the first quarter), the
Company’s book of business indicated potential growth in this sub-segment primarily due to
increased opportunities in the property line. Based on overall pricing indications and renewal
information received from cedants and brokers, and assuming similar conditions experienced
during the January 1, 2009 renewals, Management expects an increase in demand for
property coverages during the remainder of the year with similar terms and pricing, while
remaining cautious about adding exposure in the U.S. specialty casualty line of business
given pricing declines.
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Global (Non-U.S.) P&C

The Global (Non-U.S.) P&C sub-segment is composed of short-tail business, in the form

of property and proportional motor business, that represented approximately 81% of net
premiums written for 2008 in this sub-segment, and long-tail business, in the form of casualty
and non-proportional motor business, that represented the balance of net premiums written.

The following table provides the components of the technical result and the corresponding
ratios for this sub-segment (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006

Gross premiums written $ 769 4% $ 740 B)%n $ 763
Net premiums written 765 4 738 3) 760
Net premiums earned $ 797 5 $ 758 )] $ 775
Losses and loss expenses (454) (13) (523) 4 (505)
Acquisition costs (198) 4 (191) 9) (209)
Technical result $ 145 231 $ 44 28) $ 61
Loss ratio 56.9% 69.0% 65.1%
Acquisition ratio 24.9 262 271
Technical ratio 81.8% 94.2% 92.2%

Premiums
The Global (Non-U.S.) P&C sub-segment represented 19%, 20% and 219% of total net
premiums written in 2008, 2007 and 2006, respectively.

2008 over 2007

The increase in gross and net premiums written and net premiums earned in 2008 resulted
from the motor and casualty lines of business and was primarily due to the weaker U.S. dollar
in 2008 compared to 2007, as premiums denominated in currencies that have appreciated
against the U.S. dollar were converted into U.S. dollars at higher average exchange rates.
Foreign exchange fluctuations contributed 8% to the increase in gross and net premiums
written and 6% to net premiums earned. The increase in gross and net premiums written
and net premiums earned was also due to the acquisition of the renewal rights of the
international reinsurance business of the French Monceau Group in 2007, and was partially
offset by increased cedant retentions and greater negative premium adjustments of

$30 million reported by cedants in 2008 compared to 2007. Notwithstanding the increased
competition, declines in pricing and the increased risk retention by cedants prevailing in the
lines and markets of this sub-segment, particularly the property line, the Company was able
to write business that met its portfolio objectives.

2007 over 2006

Gross and net premiums written and net premiums earned decreased by 3%, 3% and

2%, respectively, in 2007 compared to 2006. The decrease resulted from the property

and motor lines and was partially offset by an increase in the casualty line. Net premiums
written were impacted by lower negative premium adjustments received from cedants in
2007. The weakening of the U.S. dollar, on average, in 2007 compared to 2006 also partially
offset the decrease in premiums written in this sub-segment, as premiums denominated in
currencies that have appreciated against the U.S. dollar were converted into U.S dollars at
higher average exchange rates. The foreign exchange fluctuations increased gross and net
premiums written and net premiums earned by 7%. The Company remained selective in an
increasingly competitive environment and chose to retain business that met its profitability
objectives instead of focusing on premium volume.
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Losses and loss expenses and loss ratio
2008 over 2007

The losses and loss expenses and loss ratio reported in 2008 reflected a) net favorable loss
development on prior accident years of $166 million, or 20.8 points on the loss ratio;

b) higher level of mid-sized losses mainly in the property line of business; and c) an increase
in the book of business and exposure as evidenced by the increase in net premiums earned.
The net favorable loss development of $166 million included net favorable development in
all lines of business, but was most pronounced in the property line, and was primarily due to
favorable loss emergence, as losses reported by cedants in 2008 for prior accident years
were lower than the Company expected. Loss information provided by cedants in 2008 for
prior accident years included no individually significant losses or reductions of losses but a
series of attritional losses or reductions. Based on the Company’s assessment of this loss
information, the Company decreased its expected ultimate loss ratios for all lines, which had
the net effect of decreasing prior year loss estimates.

The decrease of $69 million in losses and loss expenses in 2008 compared to 2007 included:

- anincrease of $69 million in net favorable prior year development; and

- adecrease of $12 million in large catastrophic losses; partially offset by

- anincrease in losses and loss expenses of approximately $12 million resulting from a
combination of an increase in the book of business, a higher level of mid-sized losses,
modestly lower profitability on the business written in 2008 and normal fluctuations in
profitability between periods.

2007 over 2006

The losses and loss expenses and loss ratio reported in 2007 reflected a) losses related

to European windstorm Kyrill of $12 million, or 1.7 points on the loss ratio; b) a higher level
of mid-sized losses; c) net favorable loss development on prior accident years of $97 million,
or 12.8 points on the loss ratio; and d) a decrease in the book of business and exposure as
evidenced by the decrease in net premiums earned. The net favorable loss development of
$97 million included net favorable development in all lines of business and was primarily due
to favorable loss emergence, as losses reported by cedants during 2007 for prior accident
years were lower than the Company expected. Loss information provided by cedants in 2007
for prior accident years included no individually significant losses or reductions of losses but
a series of attritional losses or reductions. Based on the Company’s assessment of this loss
information, the Company decreased its expected ultimate loss ratios for all lines, which had
the net effect of decreasing prior year loss estimates.

The increase of $18 million in losses and loss expenses for 2007 compared to 2006 included:

- anincrease in loss and loss expenses resulting from a higher level of mid-sized losses,
partially offset by the decrease in the book of business and exposure, and normal
fluctuations in profitability between periods totaling approximately $37 million; and

- anincrease in large catastrophic losses of $12 million; and was partially offset by

- anincrease of $31 million in net favorable prior year development.

Acquisition costs and acquisition ratio

2008 over 2007

The acquisition costs increased in 2008 compared to 2007 as a result of higher net
premiums earned. The acquisition ratio decreased slightly following a shift in the distribution
of net premiums earned during the year in this sub-segment to motor and casualty.

2007 over 2006

The decrease in acquisition costs in 2007 compared to 2006 was primarily due to the
reduction in the Company’s book of business and exposure, as evidenced by the decrease
in net premiums earned and higher acquisition costs in 2006 from sliding scale and profit
commission adjustments, which also increased the acquisition ratio in 2006.
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Technical result and technical ratio
2008 over 2007

The increase of $101 million in technical result and corresponding decrease in technical ratio
for 2008 compared to 2007 was primarily explained by an increase of $69 million in net
favorable prior year development, a decrease of $12 million in large catastrophic losses, and
an increase of $20 million resulting from normal fluctuations in profitability between periods
after considering growth in net earned premiums, and the increase in level of mid-sized
losses in 2008.

2007 over 2006

The decrease of $17 million in the technical result and corresponding increase in the
technical ratio for 2007 compared to 2006 was primarily explained by a decrease of
$36 million resulting from a higher level of mid-sized losses and normal fluctuations in
profitability between periods, including the impact of premiums adjustments, and higher
catastrophic losses of $12 million, partially offset by an increase of $31 million in net
favorable prior year development.

2009 Outlook

During the January 1, 2009 renewals, the Company observed a stabilization of pricing levels
in most markets in this sub-segment. Other terms and conditions were also stable. However,
the trend towards increasing retentions by cedants and the conversion of treaties from
proportional to non-proportional continued. As a result, the Company’s expected premium
volume at constant foreign exchange rates reduced at the January 1, 2009 renewals in this
sub-segment. Management expects similar or somewhat better pricing trends and conditions
during the remainder of 2009.

Global (Non-U.S.) Specialty

The Global (Non-U.S.) Specialty sub-segment is primarily comprised of lines of business that
are considered to be either short or medium-tail. The short-tail lines consist of agriculture,
energy and specialty property and accounted for 19% of the net premiums written in 2008
in this sub-segment. Aviation/space, credit/surety, engineering and marine are considered by
the Company to have a medium-tail and represented 68% of the net premiums written, while
specialty casualty is considered to be long-tail and represented 13% of the net premiums
written in this sub-segment in 2008.

The following table provides the components of the technical result and the corresponding
ratios for this sub-segment (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006

Gross premiums written $ 1,172 12% $ 1,049 4% $ 1,012
Net premiums written 1,150 12 1,026 4 991
Net premiums earned $ 1,046 4 $ 1,006 3 $ 979
Losses and loss expenses (721) 60 (450) 1 (446)
Acquisition costs (281) 8 (260) 10 (236)
Technical result $ 44 85) $ 296 — $ 297
Loss ratio 69.0% 44.7% 45.6%
Acquisition ratio 26.8 25.9 241
Technical ratio 95.8% 70.6% 69.7%

Premiums
The Global (Non-U.S.) Specialty sub-segment represented 29%, 27% and 27% of total net
premiums written in 2008, 2007 and 2006, respectively.
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2008 over 2007

Gross and net premiums written increased by 12% in 2008 compared to 2007. The increase
resulted from all lines of business, with the most significant increases in net premiums
written in the credit/surety and specialty casualty lines of business. Net premiums written
were also impacted by higher positive premium adjustments of $37 million reported by
cedants in 2008 compared to 2007, which resulted primarily from the engineering line of
business. The increase of 12% in net premiums written in 2008 is higher than the increase
of 4% in net premiums earned as a result of refining the Company’s earnings pattern
methodology in certain lines of business. The weaker U.S. dollar in 2008 compared to 2007
also contributed significantly to the increase in premiums. Foreign exchange fluctuations
contributed 5%, 6% and 5% to the increase in gross and net premiums written and net
premiums earned, respectively. Notwithstanding the increased competition, declines in
pricing and increased risk retention by cedants prevailing in certain lines and markets of this
sub-segment, the Company was able to write business that met its portfolio objectives.

2007 over 2006

Gross and net premiums written and net premiums earned increased by 4%, 4% and

3%, respectively, in 2007 compared to 2006. The increase resulted from most lines of
business, with the exception of aviation and energy, which decreased compared to 2006.
Net premiums written were also impacted by lower positive premium adjustments received
from cedants in 2007. The weakening of the U.S. dollar, on average, in 2007 compared to
2006 contributed significantly to the increase in premiums, as premiums denominated in
currencies that have appreciated against the U.S. dollar were converted into U.S dollars

at higher average exchange rates. Foreign exchange fluctuations contributed 5% to the
increase in gross and net premiums written and net premiums earned.

Losses and loss expenses and loss ratio
2008 over 2007

The losses and loss expenses and loss ratio reported in 2008 for this sub-segment reflected
a) net favorable loss development on prior accident years of $82 million, or 7.8 points on the
loss ratio; b) large catastrophic losses related to Hurricane ke of $67 million, or 6.2 points on
the loss ratio of this sub-segment; c) a higher than usual level of mid-sized losses mainly in
the energy, engineering and specialty casualty lines of business; d) higher loss estimates for
the 2006, 2007 and 2008 underwriting years in the credit/surety line of business reflecting
deteriorating economic and credit conditions as a result of the global financial crisis; and e) an
increase in the book of business and exposure as evidenced by the increase in net premiums
earned. The net favorable development of $82 million reported in 2008 included net favorable
development for prior accident years in all lines of business with the exception of the energy
line, which incurred net adverse loss development for prior accident years of $7 million. Loss
information provided by cedants in 2008 for prior accident years was lower than the Company
expected (higher for the energy line) and included no individually significant losses or
reductions of losses but a series of attritional losses or reductions. Based on the Company’s
assessment of this loss information, the Company decreased its expected ultimate loss ratios
for all lines of business with the exception of the energy line, which had the net effect of
decreasing (increasing for the energy line) the level of prior year loss estimates.

The increase of $271 million in losses and loss expenses in 2008 compared to 2007 included:
- adecrease of $121 million in net favorable prior year development;
- anincrease in losses and loss expenses of approximately $90 million resulting from
a combination of higher loss estimates for the 2007 and 2008 underwriting years in
the credit/surety line of business, a higher level of mid-sized losses, modestly lower
profitability on the business written in 2008, an increase in the book of business and
normal fluctuations in profitability between periods; and
- anincrease of $60 million in large catastrophic losses.
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2007 over 2006

The losses and loss expenses and loss ratio reported in 2007 reflected a) losses related to
European windstorm Kyrill of $7 million, or 0.7 points on the loss ratio; b) net favorable loss
development on prior accident years of $203 million, or 20.1 points on the loss ratio; and

¢) an increase in the book of business and exposure as evidenced by the increase in net
premiums earned. The net favorable development of $203 million included net favorable
development for prior accident years in all lines of business and was primarily due to
favorable loss emergence, as losses reported by cedants during 2007 for prior accident
years were lower than the Company expected. Loss information provided by cedants in 2007
for prior accident years included no individually significant losses or reductions of losses but
a series of attritional losses or reductions. Based on the Company’s assessment of this loss
information, the Company decreased its expected ultimate loss ratios for all lines, which had
the net effect of decreasing the level of prior year loss estimates.

The increase of $4 million in losses and loss expenses for 2007 compared to 2006 included:

- anincrease in large catastrophic losses of $7 million; and

- adecrease of $5 million in net favorable prior year development; and was partially offset by

- adecrease in losses and loss expenses of approximately $8 million resulting from a
combination of normal fluctuations in profitability between periods, partially offset by the
increase in the book of business and exposure.

Acquisition costs and acquisition ratio
2008 over 2007

The increase in acquisition costs in 2008 compared to 2007 is as a result of higher net
premiums earned and due to the write-off of $15 million of acquisition costs in the credit/
surety line of business, reflecting anticipated profitability on premiums to be earned in 2009.
The increase in acquisition ratio is also due to this charge, which was partially offset by a
slight decrease in the acquisition ratio for other lines attributable to a modest shift between
lines of business that carry different acquisition ratios.

2007 over 2006

The increase in acquisition costs and acquisition ratio in 2007 compared to 2006 was
attributable to an increase in net premiums earned, a modest shift between lines of business
that carry different acquisition ratios, deterioration in the acquisition cost ratio in the credit/
surety line of business, and profit commission adjustments.

Technical result and technical ratio
2008 over 2007

The decrease of $252 million in the technical result and corresponding increase in the
technical ratio in 2008 compared to 2007 is explained by a decrease of $121 million in

net favorable prior year development, a decrease of $74 million resulting from higher loss
estimates for the 2007 and 2008 underwriting years for the credit/surety line of business, a
higher level of mid-sized losses, modestly lower profitability on business written in 2008 and
normal fluctuations in profitability between periods, and an increase of $57 million, net of
$3 million reinstatement premiums, in large catastrophic losses in 2008 compared to 2007,

2007 over 2006

The decrease of $1 million in the technical result and corresponding increase in the technical
ratio for 2007 compared to 2006 was primarily explained by an increase of $7 million in the
level of large catastrophic losses and a decrease of $5 million in net favorable prior year
development, partially offset by an increase of $11 million resulting from normal fluctuations
in profitability between periods.
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2009 Outlook

During the January 1, 2009 renewals, the Company observed divergent market conditions,
with better pricing, terms and conditions and growth opportunities in several markets.
However, in other markets the Company reduced exposures due to the uncertainty in

the economic climate and to specifically reduce the Company’s exposure to financial

and economic related risks. Overall, the Company’s premium volume at constant foreign
exchange rates was slightly increased at the January 1, 2009 renewals in this sub-segment.
Management expects a continuation of the observed trends in pricing and terms and
conditions during the remainder of 2009.

Catastrophe

The Catastrophe sub-segment is exposed to volatility resulting from catastrophic losses,

and thus, profitability in any one year is not necessarily predictive of future profitability. The
results of 2008, 2007 and 2006 demonstrate this volatility, as 2008 contained a large level
of catastrophic losses, while 2007 and 2006 had an unusually low level of large catastrophic
losses. This impacted the technical result and ratio and affected year-to-year comparisons as
discussed below.

The following table provides the components of the technical result and the corresponding
ratios for this sub-segment (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006

Gross premiums written $ 413 3% $ 401 3% $ 412
Net premiums written 413 3 401 3) 412
Net premiums earned $ 403 @) $ 440 13 $ 388
Losses and loss expenses (144) 213 (46) (30) (65)
Acquisition costs (37) 12) (42) 1) (43)
Technical result $ 222 @7) $ 352 26 $ 280
Loss ratio 35.8% 10.5% 16.9%
Acquisition ratio 9.2 9.6 1.1
Technical ratio 45.0% 20.1% 28.0%

Premiums
The Catastrophe sub-segment represented 10%, 11% and 11% of total net premiums written
in 2008, 2007 and 2006, respectively.

2008 over 2007

Gross and net premiums written increased by 3% and net premiums earned decreased by
8% in 2008 compared to 2007. The increases in gross and net premiums written included an
additional $18 million of reinstatement premiums related to Hurricane lke in 2008 compared
to those related to European windstorm Kyrill in 2007. In addition, the weaker U.S. dollar in
2008 compared to 2007 also contributed to the increase in premiums. Foreign exchange
fluctuations contributed 4% to the increase in gross and net premiums written and 3% to
the increase in net premiums earned. The increases in gross and net premiums written from
reinstatement premiums and foreign exchange fluctuations were partially offset by increased
competition, declines in pricing and increased risk retention by cedants. The decrease in net
premiums earned in 2008 compared to 2007 was the result of higher U.S. wind premiums
earned in 2007 as a result of the refinement of the Company’s premium earnings pattern,
which was partially offset by the impact of the reinstatement premiums and foreign exchange.
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2007 over 2006

Gross and net premiums written decreased by 3% and net premiums earned increased by
13% in 2007 compared to 2006. The increase in net premiums earned in 2007 compared
to 2006 was primarily the result of refining the application of the Company’s methodology
related to its U.S. wind earnings pattern. The weakening of the U.S. dollar, on average, in
2007 compared to 2006 partially offset the decrease in premiums written in this sub-
segment, as premiums denominated in currencies that have appreciated against the U.S.
dollar were converted into U.S dollars at higher average exchange rates. The foreign
exchange fluctuations increased gross and net premiums written by 2% and contributed
3% to the increase in net premiums earned.

Losses and loss expenses and loss ratio
2008 over 2007

The losses and loss expenses and loss ratio reported in 2008 for this sub-segment reflected
a) large catastrophic losses related to Hurricane lke of $183 million, or 45.8 points on the
loss ratio of this sub-segment; b) net favorable loss development on prior accident years

of $78 million, or 19.4 points on the loss ratio; and c) a lower level of mid-sized loss activity
during 2008. The net favorable development of $78 million was primarily due to favorable
loss emergence, as losses reported by cedants during 2008 for prior accident years were
lower than the Company expected. Based on the Company’s assessment of this loss
information, the Company decreased its expected ultimate loss ratio, which had the effect of
decreasing the level of prior year loss estimates.

The increase of $98 million in losses and loss expenses for 2008 compared to 2007 included:
- anincrease of $150 million in large catastrophic losses; partially offset by
- an increase of $36 million in net favorable prior year development; and
- adecrease in losses and loss expenses of approximately $16 million resulting from
a low level of mid-sized loss activity in 2008 and normal fluctuations in profitability
between periods.

2007 over 2006

The losses and loss expenses and loss ratio reported in 2007 reflected a) losses related to
European windstorm Kyrill of $33 million, or 7.5 points on the loss ratio; and b) net favorable
loss development on prior accident years of $42 million, or 9.7 points on the loss ratio.

The net favorable loss development of $42 million was primarily due to favorable loss
emergence, as losses reported by cedants during 2007 for prior accident years were lower
than the Company expected, and the reduction of the additional IBNR reserve established
by the Company in 2006 on the large 2005 catastrophic loss events due to reduced
concerns on litigation developments and evolving out of court settlement trends. Based on
the Company’s assessment of this loss information, the Company decreased its expected
ultimate loss ratio, which had the effect of decreasing the level of prior year loss estimates.

The decrease of $19 million in losses and loss expenses for 2007 compared to 2006 included:

- an improvement of $66 million in net prior year development; partially offset by

- anincrease in large catastrophic losses of $33 million; and

- anincrease in losses and loss expenses of approximately $14 million resulting from
normal fluctuations in profitability between periods.

Acquisition costs and acquisition ratio
2008 over 2007

The decrease in acquisition costs in 2008 compared to 2007 is primarily due to the
decrease in the Company's book of business and exposure, as evidenced by the decrease
in net premiums earned. The decrease in the acquisition ratio in 2008 compared to 2007
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was primarily due the impact of reinstatement premiums, which do not have associated
acquisition costs.

2007 over 2006
The decrease in acquisition costs and acquisition ratio in 2007 compared to 2006 was
primarily due to a modest shift from proportional to non-proportional business.

Technical result and technical ratio
2008 over 2007

The decrease of $130 million in the technical result and corresponding increase in the
technical ratio in 2008 compared to 2007 was primarily explained by an increase of
$132 million, net of $18 million additional reinstatement premiums, in large catastrophic
losses and a decrease of $34 million resulting from normal fluctuations in profitability
between periods, which was partially offset by an increase of $36 million in net favorable
prior year development.

2007 over 2006

The increase of $72 million in the technical result and corresponding decrease in the
technical ratio for 2007 compared to 2006 was primarily explained by an improvement

of $66 million in net favorable prior year development, an increase of $37 million in net
premiums earned and normal fluctuations in profitability between periods, partially offset by
an increase of $31 million in large catastrophic losses, net of reinstatement premiums.

2009 Outlook

During the January 1, 2009 renewals, the Company observed overall strengthening of terms
and conditions and pricing, but the degree of strengthening varied by market. The Company's
expected premium volume increased at the January 1, 2009 renewals in this sub-segment,
with growth more pronounced in certain markets. Management expects a continuation of
these trends and conditions for the remainder of 2009.

Life Segment
The following table provides the components of the allocated underwriting result for this
segment (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006

Gross premiums written $ 584 (2)% $ 597 18% $ 507
Net premiums written 579 2 569 17 487
Net premiums earned $ 576 1 $ 571 17 $ 487
Life policy benefits (463) 2 (455) 25 (363)
Acquisition costs (120) 4 (116) 1) (117)
Technical result $ @) NM $ - (93) $ 7
Other operating expenses (43) 33 (33) 11 (29)
Net investment income 67 24 b4 4 51
Allocated underwriting
result $ 17 (21) $ 2 (26) $ 29

NM: not meaningful

O Allocated underwriting result is defined as net premiums earned and allocated net investment income less life
policy benefits, acquisition costs and other operating expenses.

Premiums
The Life segment represented 14%, 15% and 13% of total net premiums written in 2008,
2007 and 2006, respectively.
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2008 over 2007

Gross premiums written decreased by 2%, and net premiums written and earned increased
by 2% and 1% in 2008 compared to 2007, respectively. The decrease in gross premiums
written in 2008 compared to 2007 was primarily driven by the non-renewal of a large
longevity treaty, which was partially offset by the impact of foreign exchange and an
additional $14 million of premiums reported by a cedant for a longevity treaty in run-off.
Net premiums written increased despite the decrease in gross premiums written primarily
because the Company purchased additional reinsurance protection in the mortality line of
business in 2007 compared to 2008. The weaker U.S. dollar in 2008 and resulting foreign
exchange fluctuations contributed an increase of 5% to gross and net premiums written and
net premiums earned.

2007 over 2006

The increases in gross and net premiums written and net premiums earned in 2007
compared to 2006 resulted from an increase in the mortality and health lines, partially
offset by a decrease in the longevity line. Growth in the mortality line resulted from intrinsic
growth in the business written by the Company’s cedants, which resulted in more volume
ceded to the Company on existing treaties, and new business generated by the Company.
The weakening of the U.S. dollar, on average, in 2007 compared to 2006 contributed to the
increase in premiums written in this segment, as premiums denominated in currencies that
have appreciated against the U.S. dollar were converted into U.S. dollars at higher average
exchange rates. Foreign exchange fluctuations contributed 8% to the increase in gross and
net premiums written and net premiums earned.

Life policy benefits

2008 over 2007

Life policy benefits increased by 2% in 2008 compared to 2007. The increase was primarily
due to an increase in net adverse prior year reserve development of $22 million and
additional life policy benefits of $21 million in 2008 reported by a cedant for a longevity
treaty in run-off, which were partially offset by a change in the mix of business as the
mortality line, which generally carries a lower level of life policy benefits than the longevity
line, increased its percentage of the Life segment’s net premiums earned. The increase in
net adverse prior year reserve development of $22 million reflected adverse development
of $24 million in 2008 compared to $2 million in 2007. The $24 million of net adverse prior
year reserve development in 2008 is comprised of $33 million of adverse development
from the GMDB business and was partially offset by favorable development from short-term
products. The adverse development on the GMDB business was primarily due to benefit
reserves being linked to the performance of underlying capital market assets in France and
also due to the impact of increased credit spreads on index-linked products that are interest-
rate sensitive.

2007 over 2006

Life policy benefits increased by $92 million in 2007 compared to 2006. This was primarily
attributable to the growth in the Company’s book of business and exposure, as evidenced
by the 17% increase in net premiums earned for this segment. Life policy benefits for
2007 included net adverse prior year development of $2 million compared to net favorable
prior year development of $12 million in 2006. The net adverse development of $2 million
reported in 2007 included net adverse loss development in the longevity line of $26 million,
partially offset by net favorable loss development in the mortality line of $24 million. The
net adverse loss development in the longevity line in 2007 was primarily due to losses
developing worse than expected and a change in assumptions used to value future policy
benefits for the non-standard annuity business, while the net favorable loss development in
the mortality line in 2007 was primarily due to favorable reserve development on long and
short-term traditional mortality and TCI products.
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Acquisition costs
2008 over 2007

The increase in acquisition costs in 2008 compared to 2007 was primarily attributable

to higher rate of lapses than expected on TClI products in the mortality line and profit
commission adjustments, which was partially offset by a decrease of $6 million in acquisition
costs reported by a cedant for a longevity treaty in run-off.

2007 over 2006

The decrease of $1 million in acquisition costs in 2007 compared to 2006 was primarily
attributable to a change in reporting by a cedant to reduce acquisition costs on a mortality
treaty compared to 2006. In addition, the 2006 period included higher acquisition costs for
the health line resulting from sliding scale and profit commission adjustments and higher
acquisition cost adjustments reported by a cedant for a longevity treaty compared to 2007.

Net investment income
2008 over 2007

Net investment income increased by $13 million in 2008 compared to 2007 primarily

as a result of higher invested assets from the growth in the book of business. The 2007
comparative figure was also affected by a decrease of $4 million due to the commutation
of a financing treaty.

2007 over 2006

Net investment income increased by $3 million in 2007 compared to 2006 as a result of
higher invested assets from the growth in the book of business. The comparison was also
affected by the commutation of a financing treaty in 2007, which resulted in a decrease of
net investment income of $4 million. In addition, net investment income reported by a cedant
for a longevity treaty was $6 million lower in 2007 compared to 2006.

Allocated underwriting result
2008 over 2007

The decrease in allocated underwriting result of $4 million in 2008 compared to 2007

is primarily explained by an increase in operating expenses of $10 million and a decrease
in technical result of $7 million, which were partially offset by an increase in allocated
investment income of $13 million. The decrease in the technical result of $7 million

was driven by an increase of $22 million in net adverse prior year reserve development,
which was partially offset by a change in the mix of business to the mortality line, as
discussed above.

2007 over 2006

The decrease of $8 million in allocated underwriting result in 2007 compared to 2006 is
primarily explained by the increase in net adverse prior year development of $14 million and
higher operating expenses, partially offset by an increase in profitability of the mortality line,
and an increase in net investment income of $3 million.

2009 Outlook

The Life segment experiences only limited active renewals, as several contracts are written
on a continuous basis. The active renewal is mainly in the mortality line. For those treaties
that actively renewed, pricing conditions and terms were stable. The Company expects a
small increase in premiums written during 2009, assuming constant foreign exchange rates.
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Premium Distribution by Line of Business
The distribution of net premiums written by line of business for the years ended
December 31, 2008, 2007 and 2006 was as follows:

2008 2007 2006
Non-life
Property and casualty
Casualty 15% 17% 17%
Property 16 17 18
Motor 6 5 6
Multiline and other 3 3 3
Specialty
Agriculture 7 4 5
Aviation/Space 5 5 6
Catastrophe 10 1 1
Credit/Surety 7 7 6
Engineering 5 5 5
Energy 2 2 2
Marine 4 4 3
Specialty casualty 4 3 3
Specialty property 2 2 2
Life 14 15 13
Total 100% 100% 100%

There were modest shifts in the distribution of net premiums written by line in 2008, 2007
and 2006, which reflected the Company's response to existing market conditions. The
distribution of net premiums written may also be affected by the timing of renewals of
treaties, a shift in treaty structure and premium adjustments by cedants. In addition, foreign
exchange fluctuations affected the comparison for all lines.

- Agriculture: the increase in premiums written resulted primarily from the growth in the
Company’s agriculture line of business in its U.S. sub-segment, which benefited from
increased opportunities, pricing and demand.

- Casualty: the decrease in net premiums written was primarily due to increasingly
competitive market conditions and a decrease in the amount of premiums written in the
U.S. sub-segment.

2009 Outlook

During the January 1, 2009 renewals, the Company observed diverse market conditions.
Based on renewal information received from cedants and brokers, and assuming similar
trends and conditions experienced during the January 1, 2009 renewals continue
throughout the year, Management expects increases in the relative distribution of its
catastrophe premiums in 2009, remains cautious about adding exposure in its U.S. specialty
casualty line of business given pricing declines, and expects other lines of business to be
comparable to 2008.

Premium Distribution by Treaty Type

The Company typically writes business on either a proportional or non-proportional basis.
On proportional business, the Company shares proportionally in both the premiums and
losses of the cedant. On non-proportional business, the Company is typically exposed to
loss events in excess of a predetermined dollar amount or loss ratio. In both proportional
and non-proportional business, the Company typically reinsures a large group of primary
insurance contracts written by the ceding company. In addition, the Company writes a small
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percentage of its business on a facultative basis. Facultative arrangements are generally
specific to an individual risk and can be written on either a proportional or non-proportional
basis. Generally, the Company has more influence over pricing, as well as terms and
conditions, in non-proportional and facultative arrangements.

The distribution of gross premiums written by treaty type for the years ended December 31,
2008, 2007 and 2006 was as follows:

2008 2007 2006

Non-life Segment

Proportional 55% 52% 51%

Non-Proportional 27 28 30

Facultative 4 4 5
Life Segment

Proportional 13 15 13

Non-Proportional 1 1 1
Total 100% 100% 100%

The distribution of gross premiums written by treaty type is affected by changes in the
allocation of capacity among lines of business, the timing of receipt by the Company of
cedant accounts and premium adjustments by cedants. In addition, foreign exchange
fluctuations affected the comparison for all treaty types.

The increase in the percentage of proportional gross premiums written for the Non-life
segment in 2008 compared to 2007 resulted primarily from the growth in the Company’s
agriculture line of business in its U.S. sub-segment. The decrease in the percentage of
non-proportional gross premiums written for the Non-life segment in 2007 compared to
2006, resulted primarily from timing differences in the recognition of premiums in the U.S.
sub-segment.

The decrease in the percentage of proportional gross premiums written for the Life segment
in 2008 compared to 2007 results primarily from the non-renewal of a large longevity

treaty in 2008 which was written on a proportional basis. The increase in the percentage

of proportional gross premiums written for the Life segment in 2007 compared to 2006
resulted from the increase in the Company’s mortality business.

2009 Outlook
Based on renewal information from cedants and brokers, and assuming similar conditions
experienced during the January 1, 2009 renewals continue throughout the year,

Management expects the distribution of gross premiums written by treaty type in 2009
to be similar to 2008.

Premium Distribution by Geographic Region
The geographic distribution of gross premiums written for the years ended December 31,
2008, 2007 and 2006 was as follows:

2008 2007 2006
Europe 46% 45% 42%
North America 41 42 43
Latin America, Caribbean and Africa 8 7 7
Asia, Australia and New Zealand 5 6 8

Total 100% 100% 100%
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The distribution of gross premiums written was comparable between all periods. The
distribution of gross premiums for all non-U.S. regions was affected by foreign exchange
fluctuations which increased the non-U.S. premiums, as premiums denominated in currencies
that have appreciated against the U.S. dollar were converted into U.S. dollars at higher
average exchange rates.

2009 Outlook

Based on renewal information from cedants and brokers, and assuming similar conditions
experienced during the January 1, 2009 renewals continue throughout the year and
assuming constant foreign exchange rates, Management expects the distribution of gross
premiums written by geographic region in 2009 to be similar to 2008.

Premium Distribution by Production Source

The Company generates its gross premiums written both through brokers and through direct
relationships with cedants. The percentage of gross premiums written by production source
for the years ended December 31, 2008, 2007 and 2006 was as follows:

2008 2007 2006
Broker 71% 69% 69%
Direct 29 31 31

The shift from direct to broker in 2008 compared to 2007 reflected an increase in gross
premiums written through brokers in Europe, and a modest shift in the mix of gross premiums
written in other geographic locations. The distribution of gross premiums written was
comparable in 2007 and 2006.

2009 Outlook

Based on renewal information from cedants and brokers, and assuming similar conditions
experienced during the January 1, 2009 renewals continue throughout the year, Management
expects the production source of gross premiums written in 2009 to be similar to 2008.

Corporate and Other

Corporate and Other is comprised of the Company'’s capital markets and investment related
activities, including principal finance transactions, insurance-linked securities and strategic
investments, and its corporate activities, including other operating expenses.

Net Investment Income
The table below provides net investment income by asset source for the years ended
December 31, 2008, 2007 and 2006 (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006
Fixed maturities $ 515 22% $ 422 26% $ 334
Short-term investments,
trading securities, cash
and cash equivalents 19 (66) 56 ©) 61
Equities 29 (19) 36 10 33
Funds held and other 37 15 392 (20) 40
Investment expenses (27) 20 (23) 16 19)
Net investment income $ 573 9 $ 523 16 $ 449

Because of the interest-sensitive nature of some of the Company’s Life products, net
investment income is considered in Management's assessment of the profitability of the
Life segment (see Life segment above). The following discussion includes net investment
income from all investment activities, including the net investment income allocated to the
Life segment.
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2008 over 2007

Net investment income increased in 2008 compared to 2007 due to:

- an increase in net investment income from fixed maturities due to an increase in the asset
base resulting from the reinvestment of cash flows from operations of $1,159 million and
from a change in asset allocation from equities to fixed maturities given the uncertainty
and turmoil in equity markets, and higher average reinvestment rates on fixed maturities in
2008 compared to 2007; and

- the weakening of the U.S. dollar, on average, during 2008 compared to 2007 contributed
2% of the increase in net investment income; partially offset by

- adecrease in net investment income from short-term investments and cash and cash
equivalents due to a lower average balance of cash and cash equivalents and lower yields
on short-term investments and cash and cash equivalents during 2008 compared to the
same period in 2007;

- adecrease in net investment income from equities due to the reduction in the level
of equity exposures held and lower dividends received on equity securities in 2008
compared to 2007; and

- an increase in investment expenses of $4 million due to the increase in invested assets
from 2007 to 2008.

2007 over 2006

Net investment income increased in 2007 compared to 2006 due to:

- an increase in net investment income from fixed maturities and equities primarily due to an
increase in the asset base resulting from the reinvestment of cash flows from operations
of $1,099 million, before the net sales of $128 million of trading securities, in 2007 and
higher reinvestment rates during 2007; and

- the weakening of the U.S. dollar, on average, in 2007 compared to 2006 contributed 3%
of the increase in net investment income; partially offset by

- adecrease in net investment income from short-term investments, trading securities, and
cash and cash equivalents primarily due to the smaller asset allocation in 2007 to cash
and cash equivalents and trading securities;

- adecrease in net investment income on funds held due to the effect of the commutation
of a financing treaty in the Company’s Life segment in 2007, which resulted in a decrease
of $4 million of net investment income, and a decrease of $6 million in net investment
income reported by a cedant for a longevity treaty in 2007 compared to 2006; and

- anincrease in investment expenses of $4 million resulting from the increase in the
asset base.

2009 Outlook

Management expects a number of offsetting factors to affect net investment income in
2009 as compared to 2008. Positive factors include the Company’s larger invested asset
base and the expected positive cash flow from operations (including net investment income).
Management expects these favorable factors to be offset by lower reinvestment rates

due to lower U.S. and European interest rates. Assuming constant foreign exchange rates,
Management expects net investment income for 2009 to be comparable to 2008.

Net Realized and Unrealized Investment (Losses) Gains

The Company’s portfolio managers have dual investment objectives of optimizing current
investment income and achieving capital appreciation. To meet these objectives, it is often
desirable to buy and sell securities to take advantage of changing market conditions and
to reposition the investment portfolios. Accordingly, recognition of realized gains and losses
is considered by the Company to be a normal consequence of its ongoing investment
management activities. Realized and unrealized investment gains and losses are generally
a function of multiple factors, with the most significant being prevailing interest rates and
equity and credit market conditions.
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As discussed in Overview above, the unprecedented events in the financial markets during
the year ended December 31, 2008 had a significant impact on the Company’s investment
portfolio and the related level of realized and unrealized losses on investments. For the year
ended December 31, 2008, the investment portfolio and net realized and net unrealized
investment losses were primarily impacted by increased credit spreads, declines in equity
markets and defaults on certain corporate bonds, which were partially offset by a decline in
U.S. and European interest rates.

The components of net realized and unrealized investment (losses) gains for the years ended
December 31, 2008, 2007 and 2006 were as follows (in millions of U.S. dollars):

2008 2007 2006

Net realized investment losses on fixed maturities
and short-term investments, excluding other-than-
temporary impairments $ (e $ (7 $ (28
Net realized investment (losses) gains on equities,
excluding other-than-temporary impairments (230) 82 91
Other-than-temporary impairments - (125) (27)
Net realized gains on trading securities - 19 22
Change in net unrealized investment (losses)

gains on trading securities - 31) 11
Net realized and unrealized investment losses on

equity securities sold but not yet purchased — 9) (10)
Net realized and unrealized gains on designated

hedging activities — 7 10
Net realized gains (losses) on other invested assets — 10 1)
Change in net unrealized gains on other invested assets 3 — —
Change in net unrealized investment losses on fixed
maturities subject to the fair value option under SFAS 159 (151) — —
Change in net unrealized investment gains on short-term
investments subject to the fair value option under SFAS 1569 1 — -
Change in net unrealized investment losses on equities
subject to the fair value option under SFAS 159 (145) — —
Net other realized and unrealized investment gains (losses) 7 8) @1)
Net realized and unrealized investment (losses) gains $ (B31) $ 7)) % 47

The Company adopted SFAS 159 on January 1, 2008. Prior to the adoption of SFAS 159,
unrealized gains and losses, net of tax, on available for sale securities were recorded as a
component of accumulated other comprehensive income in the Consolidated Balance Sheets.
Following the adoption of SFAS 1569, the Company’s available for sale securities have been
reclassified as trading securities and all changes in pre-tax unrealized investment gains and
losses are recorded in net realized and unrealized investment losses in the Consolidated
Statements of Operations. The net realized and unrealized investment gains and losses on
securities previously classified as trading have been recorded within the related investment
classification (fixed maturities or equities) beginning in 2008, and the change in net unrealized
investment gains and losses on such securities are included in change in net unrealized
investment gains and losses on securities subject to the fair value option under SFAS 159.
Following the adoption of SFAS 1569, the Company is no longer required to record other-than-
temporary impairment charges, as changes in market value are now recorded in net income.

The Company utilizes derivative financial instruments as part of its overall currency risk
management strategy to hedge the fair value of certain fixed income securities that were
previously classified as available for sale. Prior to the adoption of SFAS 159 on January 1,
2008, these derivatives were designated as fair value hedges under SFAS 133 “Accounting
for Derivative Instruments and Hedging Activities” (SFAS 133) and changes in the fair values
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of these derivatives and the hedged item related to foreign currency were recognized in

net realized investment gains and losses in the Consolidated Statement of Operations. As a
result of adopting SFAS 1569, and in accordance with SFAS 133, changes in the fair values of
these securities are recognized in net realized and unrealized investment gains and losses,
while changes in the fair value of the foreign currency derivatives are recognized in net
foreign exchange gains and losses in the Consolidated Statement of Operations.

2008 over 2007

Net realized and unrealized investment losses increased by $459 million, from a $72 million
loss in 2007 to a $531 million loss in 2008 due to increases in credit spreads, declines

in worldwide equity markets and defaults on certain corporate bonds, which were partially
offset by decreases in U.S. and European risk-free interest rates. Net realized and unrealized
investment losses of $531 million in 2008 were primarily due to net realized losses on
equities of $230 million, change in net unrealized losses on fixed maturities of $151 million,
change in net unrealized losses on equities of $145 million, and net realized losses on

fixed maturities of $16 million, partially offset by other net realized and unrealized gains of

$11 million. The unrealized investment losses reflect the Company’s adoption of SFAS 159,
which was effective January 1, 2008. Thus, the results of 2008 and 2007 are not comparable.

Change in net unrealized gains on other invested assets was $3 million in 2008, compared
to net realized gains of $10 million in 2007. The net realized and unrealized gains on other
invested assets of $3 million in 2008 primarily related to changes in unrealized gains on
treasury and equity futures and credit default swaps, which were partially offset by the
change in unrealized losses on insurance linked securities and principal finance transactions.
The net realized gains on other invested assets of $10 million in 2007 primarily related to
treasury futures.

Net other realized and unrealized investment gains of $7 million in 2008 resulted primarily
from a $15 million gain related to the expiration of certain representations and warranties
the Company provided related to the sale of its U.S. life operations in 2000, which was
partially offset by an unrealized loss of $7 million from the Company’s application of the
guidance of Derivatives Implementation Group (DIG) Issue No. B36, “Embedded Derivatives:
Modified Coinsurance Arrangements and Debt Instruments That Incorporate Credit Risk
Exposures That Are Unrelated or Only Partially Related to the Creditworthiness of the
Obligor under Those Instruments” (DIG B36). Net other realized and unrealized investment
losses of $8 million in 2007 resulted primarily from the impact of foreign exchange on the
sale of equity securities.

2007 over 2006

During the years ended December 31, 2007 and 2006, the Company recorded charges
for other-than-temporary impairments relating to its investment portfolio of $125 million
($57 million related to fixed maturity securities and $68 million related to equity securities)
and $27 million ($25 million related to fixed maturity securities and $2 million related to
equity securities). Typically, the Company considered impairment to have occurred when
events have occurred that are likely to prevent the Company from recovering its investment
in the security. The other-than-temporary impairment charges on fixed maturity securities
were mainly a result of wider credit spreads. The Company also recorded other-than-
temporary impairment charges on equity securities with large unrealized loss positions.

The Company's other-than-temporary impairment charge for 2007 did not include any
write-downs related to sub-prime mortgages as it did not have any direct exposure to the
sub-prime mortgage sector in its investment portfolio. Approximately 53% of the impairments
recorded in 2007 related to securities of the finance sector and approximately 34% related
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to securities of the health care, consumer discretionary and industrial sectors, while the
balance was related to securities of the retail and manufacturing sector. Approximately 60%
of the impairments recorded in 2006 related to securities of the industrial and manufacturing
sector, while the balance was related to securities of the banking and finance sector.

Net realized gains on trading securities, change in net unrealized investment (losses) gains
on trading securities and net realized and unrealized investment losses on equity securities
sold but not yet purchased result from the timing of disposition and the change in fair value
of the trading securities.

Net realized and unrealized investment gains on designated hedging activities are primarily
due to the comparative interest rate differential between the U.S. dollar and the euro during
each period.

Net realized and unrealized gains on other invested assets were $10 million in 2007
compared to net realized and unrealized losses of $1 million in 2006. The difference
between 2007 and 2006 resulted primarily from the increase of $14 million in net realized
and unrealized gains on treasury futures recorded in 2007 compared to 2006.

Net other realized and unrealized investment losses resulted primarily from the impact of
foreign exchange on the sale of equity securities.

Interest in (Losses) Earnings of Equity Investments

The interest in the results of equity investments represents the Company’s share of earnings
related to private placement investments and limited partnerships in which the Company has
more than a minor interest.

2008 over 2007

Losses from the Company’s interest in the results of equity investments amounted to

$5 million in 2008, compared to losses of $83 million in 2007. The loss in 2008 is primarily
related to unrealized mark-to-market losses and write-downs related to several unrelated
private placement and limited partnership investments, while the loss in 2007 primarily
reflected the write-down of $93 million of the Company’s investment in ChannelRe Holdings
as discussed below.

2007 over 2006
Losses from the Company’s interest in the results of equity investments amounted to
$83 million in 2007, compared to earnings of $12 million in 2006.

Included in the interest in the results of equity investments is the Company’s share of the
results of ChannelRe Holdings. In 2004, the Company purchased a 20% ownership in
ChannelRe Holdings, a non-publicly traded financial guaranty reinsurer, which assumed a
portfolio of in-force business from MBIA and provides reinsurance services exclusively to
MBIA. At December 31, 2007, the value of the Company’s investment in ChannelRe Holdings
was written down to $nil, compared to $98 million at December 31, 2006. The underlying
risks of this investment are municipal, non-U.S. infrastructure, structured finance transactions
and CDOs. ChannelRe Holdings has some direct exposure to seasoned sub-prime mortgages
in its reinsurance portfolio, and no direct exposure to sub-prime mortgages issued after
2004. ChannelRe Holdings also guaranteed certain CDOs that include sub-prime mortgage
collateral. These have high attachment points, and are considered to be well structured.

ChannelRe Holdings provides some coverages on a derivative basis rather than on an
insurance basis. The risks and obligations for ChannelRe Holdings are the same under both
types of coverages. While coverages on an insurance basis would not be affected by the
volatility of the investment market, ChannelRe Holdings has to mark-to-market the value
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of the derivatives based on the current market price of the underlying security, whether or
not they expect to incur a claim for losses. Over time, the mark-to-market losses could be
reversed if credit spreads tighten or the underlying securities continue to perform as they
approach maturity.

The Company’s interest in ChannelRe Holdings’ negative results for the twelve month period
ended September 30, 2007 was $6 million, which the Company recorded on a one-quarter
lag. However, the Company recorded an additional charge of $87 million in its Consolidated
Statements of Operations for the year ended December 31, 2007 to reflect the write-down
of its total investment in ChannelRe Holdings due to unrealized mark-to-market losses on
Channel Reinsurance’s credit derivative portfolio, which Channel Reinsurance expected to
incur during the three month period ended December 31, 2007 and which were expected to
result in ChannelRe Holdings having negative U.S. GAAP shareholders’ equity at that date.
ChannelRe Holdings' financial statements as of December 31, 2007 did present negative
U.S. GAAP shareholders’ equity.

Partially offsetting the charge related to ChannelRe Holdings in 2007, the Company
recorded $10 million of interest in earnings of equity investments related to other private
placement investments and limited partnerships in which the Company has more than a
minor interest.

2009 Outlook

With respect to strategic investments, the Company expects to see an increased flow of
potential opportunities during 2009 as a result of the disruptions in the capital markets. The
Company will evaluate these potential new opportunities for attractiveness during the year.

Technical Result and Other Income (Loss)
2008 over 2007

Technical result and other income included in Corporate and Other of $1 million and

$6 million in 2008 are primarily related to income on insurance linked securities and
principal finance transactions, and compare to a technical result of $3 million and other loss
of $24 million in 2007. The decrease of $2 million in the technical result in 2008 compared
to 2007 is primarily related to large catastrophic losses from Hurricane lke of $13 million,
net of reinstatement premiums, in the insurance-linked securities line in 2008, which is
partially offset by higher net premiums earned in 2008 compared to 2007. The increase in
other income of $30 million in 2008 primarily related to write-downs and mark-to-market
adjustments on various transactions in the principal finance line in 2007. Subsequent to
the adoption of SFAS 159 on January 1, 2008, these are now reflected in net realized and
unrealized investment (losses) gains in the Consolidated Statements of Operations.

2007 over 2006

The increase of $3 million in the technical result for 2007 compared to 2006 resulted
primarily from the insurance-linked securities line, which had a technical result of $2 million
in 2007, compared to break even in 2006. The decrease of $43 million in other (loss)
income in 2007 compared to 2006 was primarily attributable to a decrease of $35 million
from the principal finance line due to write-downs and mark-to-market adjustments on
various transactions in 2007, while 2006 benefited from accelerated profit recognition

on the early termination of a number of long-term contracts, and from a decrease of

$7 million from the insurance-linked securities line as a result of warmer than expected
weather conditions in Japan in 2007.
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Other Operating Expenses
Other operating expenses were as follows (in millions of U.S. dollars):

% Change % Change
2008 over 2007 over
2008 2007 2007 2006 2006
Other operating expenses $ 365 12% $ 327 5% $ 310

Other operating expenses represent 9.3%, 8.6% and 8.4% of the net premiums earned
(both life and non-life) in 2008, 2007 and 20086, respectively. Other operating expenses
included in Corporate and Other were $91 million, $80 million and $75 million, of which
$75 million, $67 million and $62 million are related to corporate activities for 2008, 2007
and 2006, respectively.

2008 over 2007

The increase in operating expenses of 12% in 2008 compared to 2007 was primarily

a result of higher personnel costs of $22 million, including salaries and stock-based
compensation expense, and an increase in withholding taxes of $7 million, which were
partially offset by a decrease in fixed asset depreciation charges. The weakening of the
U.S. dollar, on average, in 2008 compared to 2007, contributed 5% to the increase in other
operating expenses.

2007 over 2006

The increase in operating expenses of 5% in 2007 compared to 2006 consisted primarily
of increases in personnel costs of $16 million and consulting and professional fees of

$5 million, partially offset by decreases of $4 million in fixed asset depreciation and other
costs. The weakening of the U.S. dollar, on average, in 2007 compared to 2006 contributed
3% to the increase of other operating expenses.

Financial Condition, Liquidity and Capital Resources
Investments

Total investments and cash were $11.7 billion at December 31, 2008, compared to $11.6 billion

at December 31, 2007. The major factors influencing the increase during, 2008 were:

- net cash provided by operating activities of $1,159 million;

- net proceeds from the Company’s common shares of $113 million related to shares sold
under the forward sale agreement of $212 million and $11 million related to the issuance
of common shares under the Company’s equity plans, partially offset by the repurchase of
common shares of $110 million under the Company’s share repurchase program; and

- net proceeds of $28 million from the issuance of Senior Notes, the redemption of the
5.81% fixed rate bank loan and associated financing costs; partially offset by

- adecrease in the market value of the investment portfolio (realized and unrealized) of
$531 million resulting from a decrease in the equity portfolio of $375 million and the
fixed maturity portfolio of $167 million, which was partially offset by other net realized
and unrealized gains of $11 million;

- dividend payments on common and preferred shares totaling $135 million;

- adecrease in net payable for securities purchased of $17 million; and

- other factors, the primary one being the net negative influence of the effect of a stronger
U.S. dollar, relative to the euro and other currencies as it relates to the conversion of
invested assets into U.S. dollars, amounting to approximately $464 million.

The Company employs a prudent investment philosophy. It maintains a high-quality, well-
balanced and liquid portfolio having the dual objectives of optimizing current investment
income and achieving capital appreciation. The Company’s invested assets are comprised
of total investments, cash and cash equivalents and accrued investment income. From a risk
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management perspective, the Company allocates its invested assets into two categories:
liability funds and capital funds. Liability funds represent invested assets supporting the

net reinsurance liabilities, defined as the Company’s operating and reinsurance liabilities

net of reinsurance assets, and are invested entirely in high-quality fixed income securities.
The preservation of liquidity and protection of capital are the primary investment objectives
for these assets. The portfolio managers are required to adhere to investment guidelines

as to minimum ratings and issuer and sector concentration limitations. Liability funds are
invested in a way that generally matches them to the corresponding liabilities in terms of
both duration and currency composition to protect the Company against changes in interest
and foreign exchange rates. Capital funds represent the capital of the Company and contain
most of the asset classes typically viewed as offering a higher risk and higher return profile,
subject to risk assumption and portfolio diversification guidelines which include issuer and
sector concentration limitations. Capital funds may be invested in investment grade and
below investment grade fixed income securities, preferred and common stocks, private equity
and bond investments, and convertible fixed income securities. The Company believes that
an allocation of a portion of its investments to equities is both prudent and desirable, as it
helps to achieve broader asset diversification (lower risk) and maximizes the portfolio’s total
return over time.

At December 31, 2008, the liability funds totaled $7.2 billion and were comprised of cash
and cash equivalents and high-quality fixed income securities. The capital funds, which
totaled $4.7 billion, were comprised of cash and cash equivalents, investment grade and
below investment grade fixed income securities, preferred and common stocks, private equity
and bond investments, and convertible fixed income securities.

The Company's investment strategy allows for the use of derivative instruments, subject
to strict limitations. The Company utilizes various derivative instruments such as futures
contracts, credit default swaps, foreign currency option contracts, foreign exchange
forward contracts, written covered call options and total return and interest rate swaps for
the purpose of hedging market risk, replicating investment positions, managing market
exposure and duration risks, or enhancing investment performance that would be allowed
under the Company’s investment policy if implemented in other ways.

Trading Securities

Effective January 1, 2008, the Company adopted SFAS 159. As a result of the adoption

of SFAS 159, fixed maturities, short-term investments and equities that were previously
classified as available for sale were reclassified as trading securities. The market value of
investments classified as trading securities was $10.8 billion at December 31, 2008. Trading
securities are carried at fair value with changes in fair value included in net realized and
unrealized investment gains and losses in the Consolidated Statements of Operations. At
December 31, 2007, prior to the adoption of SFAS 159, investments classified as available
for sale comprised approximately 96% of the Company’s total investments (excluding other
invested assets), with 4% being classified as trading securities.

At December 31, 2008, approximately 97% of the Company’s fixed income securities,
including bank loans and other fixed income type mutual funds, were rated investment-grade
(BBB- or higher) by Standard & Poor’s (or estimated equivalent) and 96% of the Company’s
fixed income securities were publicly traded. At December 31, 2007, approximately 96% of
the Company’s fixed income securities, including bank loans and other fixed income type
mutual funds, were rated investment-grade by Standard & Poor’s (or estimated equivalent)
and 96% of the invested assets held by the Company were publicly traded. The average credit
quality of the Company’s fixed income securities at December 31, 2008 and 2007 was AA.
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The average duration of the Company’s investment portfolio was 3.1 years at December 31,
2008 and 3.9 years at December 31, 2007. For the purposes of managing portfolio duration,
the Company uses exchange traded treasury note futures. The use of treasury note futures
allowed the Company to reduce the duration of its investment portfolio from 3.6 years to

3.1 years at December 31, 2008 and extend it from 3.7 years to 3.9 years at December 31,
2007. The decrease in the average duration of the Company’s investment portfolio at
December 31, 2008 compared to December 31, 2007 reflects the Company’s decision to
reduce interest rate risk given significantly lower U.S. and European risk-free interest rates
prevailing in 2008.

The average yield to maturity on fixed maturities, short-term investments and cash and

cash equivalents at December 31, 2008 remained at 4.7%, the same as at December 31,
2007, reflecting lower U.S. interest rates in 2008 which were offset by widening spreads on
corporate and mortgage-backed securities. The Company’s investment portfolio generated
a positive total return of 0.2%, excluding the effects of foreign exchange, for the year ended
December 31, 2008, compared to 8.4% for the year ended December 31, 2007. The lower
total return was primarily due to the underperformance of risk asset classes, including
equities, and was partially offset by increased investment income.

The cost, gross unrealized gains, gross unrealized losses and fair value of investments
classified as trading at December 31, 2008 and classified as available for sale at
December 31, 2007 were as follows (in millions of U.S. dollars):

Gross Gross

Unrealized Unrealized Fair

2008 Cost ® Gains Losses Value
Fixed maturities

- U.S. government and agencies $ 881 $ 51 $ 1 $ 93

- other foreign governments 2,651 180 7) 2,824

- corporate 3,568 62 (217) 3,413

- mortgage/asset-backed securities 3,119 72 (177) 3,014

Total fixed maturities 10,219 365 (402) 10,182

Short-term investments 117 - - 117

Equities 637 10 (134) 513

Total $ 10,973 $ 375 $ (536) $ 10,812

Gross Gross

Unrealized  Unrealized Fair

2007 Cost ™ Gains Losses Value
Fixed maturities

- U.S. government and agencies $ 1204 $ 36 $ — $ 1,240

- other foreign governments 2784 44 7) 2,821

- corporate 3,124 40 (32) 3,132

- mortgage/asset-backed securities 2,290 30 (14) 2,306

Total fixed maturities 9,402 150 (53) 9,499

Short-term investments 97 — — 97

Equities 839 60 27) 872

Total @ $ 10338 $ 210 $ (80) $ 10,468

() Cost is amortized cost for fixed maturities and short-term investments and original cost for equity securities, net
of other than temporary impairments.

@) At December 31, 2007, in addition to the available for sale securities in the 2007 table above, investments with
a total fair value of $399 million were classified as trading, of which $16 million (with an unrealized gain of
$1 million) related to fixed maturities and $383 million (with an unrealized loss of $10 million) related to equities.
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The increase in fixed maturities and short-term investments from $9.6 billion at December 31,
2007 to $10.3 billion at December 31, 2008 is primarily related to new cash flows and a
reduction in the Company’s asset allocation to equities, given the uncertainty and turmoil

in the financial markets during the latter half of 2008, and also reflects an increase in
mortgage-backed and corporate securities, partially offset by a decrease in U.S. government
and agencies.

U.S. government and agencies included both U.S. treasuries and agencies of the U.S.
government. At December 31, 2008, U.S. treasuries accounted for 90% of this category.
Although U.S. treasuries and U.S. agencies are not rated, they are generally considered to
have credit quality equivalent to or greater than AAA corporate issues.

Included in other foreign governments are obligations of non-U.S. governments and their
agencies. At December 31, 2008, 88% of this category was rated AAA, while investment
grade foreign government and agency obligations accounted for the remaining 12%. The
largest three foreign government issuers (Germany, France and Canada) accounted for 87%
of this category at December 31, 2008.

Corporate bonds are comprised of obligations of U.S. and foreign corporations. At

December 31, 2008, 94% of these investments were rated investment grade (BBB- or
higher) by Standard & Poor’s (or estimated equivalent), while 64% were rated A- or better.
While the ten largest issuers accounted for 25% of the corporate bonds held by the
Company at December 31, 2008, no single issuer accounted for more than 4% of total
corporate bonds or 1% of the Company’s total investments and cash at December 31, 2008.
At December 31, 2008, U.S. bonds comprised 83% of this category, and the main exposures
by economic sector were 36% in finance (15% were banks), 14% in communications, 13%
in consumer noncyclicals and 10% in industrials. Within the finance sector, 99% of corporate
bonds were rated investment grade and 89% were rated A- or better at December 31, 2008.

In the mortgage/asset-backed securities category, 90% were U.S. mortgage-backed and
asset-backed securities at December 31, 2008. These securities generally have a low risk of
default as they are backed by an agency of the U.S. government, which enforces standards
on the mortgages before accepting them into the program. They are considered prime
mortgages and the major risk is uncertainty of the timing of pre-payments. Although these
securities do not carry a formal rating, they are generally considered to have a credit quality
equivalent to or greater than AAA. While there have been recent market concerns regarding
sub-prime mortgages, the Company did not have direct exposure to these types of securities
in its own portfolio at December 31, 2008, other than a $6 million investment in a distressed
asset vehicle (included in other invested assets) where the Company deemed that the entry
point and price of the investment were attractive. Of the Company’s U.S. mortgage/asset-
backed securities of $2.7 billion at December 31, 2008, approximately 5% were rated below
AA by Standard & Poor’s (or estimated equivalent). The remaining 10% of this category

at December 31, 2008 was comprised of non-U.S. mortgage-backed and asset-backed
securities, all of which were rated investment grade (BBB- or higher) by Standard & Poor’s
(or estimated equivalent). Within that, 89% were rated AA or higher by Standard & Poor’s
(or estimated equivalent).

Short-term investments primarily consisted of obligations of U.S. corporations and U.S.
government agencies. At December 31, 2008, corporates comprised 57% of this category,
88% of which were rated investment grade, and 78% of which were in the finance sector.

Publicly traded common stocks (including public exchange traded funds and REITS)
comprised 84% of equities at December 31, 2008. The majority of the remaining balance
was comprised of a $42 million bank loan portfolio, which accounted for 8% of equities,
with the balance primarily in high yield and convertible investments. Of the publicly traded
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common stocks, exchange traded funds and REITS, U.S. issuers represented 73% at
December 31, 2008. While the ten largest common stocks accounted for 23% of equities
(excluding equities held in exchange traded funds and mutual funds) at December 31, 2008,
no single common stock issuer accounted for more than 5% of total equities or 1% of the
Company's total investments and cash at December 31, 2008. At December 31, 2008, the
largest publicly traded common stock exposures by economic sector were 28% in consumer
noncyclicals, 19% in finance, 11% in communications, and 11% in energy. The decrease in
the Company’s equity portfolio from $0.9 billion at December 31, 2007 to $0.5 billion at
December 31, 2008 was primarily due to a change in asset allocation from equities to fixed
income securities and also due to a reduction in market values, both of which were driven by
the uncertainty and turmoil in worldwide equity markets.

Maturity Distribution

The distribution of fixed maturities and short-term investments at December 31, 2008, by
contractual maturity date, is shown below (in millions of U.S. dollars). Actual maturities may
differ from contractual maturities because certain borrowers have the right to call or prepay
certain obligations with or without call or prepayment penalties.

Amortized Cost Fair Value
One year or less $ 546 $ 545
More than one year through five years 3,650 3,649
More than five years through ten years 2,631 2,730
More than ten years 390 361
Subtotal 7217 7285
Mortgage/asset-backed securities 3,119 3,014
Total $ 10336 $ 10299

Rating Distribution
The following table provides a breakdown of the credit quality of the Company’s fixed income
securities at December 31, 2008:

% of Total Fixed

Rating Category Income Securities

AAA 62 %

AA 5

A 19

BBB "

Below investment-grade/unrated 3
100 %

The Company's AAA (or equivalent) rated securities, as a percentage of its total fixed income
portfolio, decreased from 65% at December 31, 2007 to 62% at December 31, 2008.

This decrease was the result of a change in asset allocation from U.S. government treasury
securities to corporate bonds and mortgage/asset-backed securities given increased credit
spreads. The Company's A (or equivalent) rated securities increased from 12% to 19%

over the same period. The average credit quality of the Company’s fixed income investment
portfolio at December 31, 2008 and 2007 was AA.

Other Invested Assets

At December 31, 2008 and 2007, the Company had other invested assets of $74 million
and $50 million, respectively. The Company's other invested assets consist primarily of
investments in non-publicly traded companies, private placement equity investments, and
other specialty asset classes. These assets, together with the Company’s derivative financial
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instruments that were in an unrealized loss position at December 31, 2008, are reported
within other invested assets in the Company's Consolidated Balance Sheets.

As part of the insurance-linked securities line, the Company has entered into various
weather derivatives, for which the underlying risks include parametric weather risks. The
Company uses internal valuation models to estimate the fair value of these derivatives and
develops assumptions that require significant judgment. The fair value of weather derivatives
(the Company's net liabilities) was a net unrealized loss of $5 million and $2 million at
December 31, 2008 and 2007, respectively. At December 31, 2008 and 2007, the total
notional value of the Company's derivatives was $60 million and $39 million, respectively.

As part of its principal finance transactions, the Company has entered into total return, interest
rate, and credit default swaps, which are accounted for as derivative financial instruments.

For total return and interest swaps within principal finance, the Company uses internal
valuation models to estimate the fair value and develops assumptions that require significant
judgment, such as the timing of future cash flows, credit spreads and general level of
interest rates. At December 31, 2008, the fair value of the Company’s assumed exposure

in the form of total return and interest rate swaps (the Company’s net liabilities), was an
unrealized loss of $25 million and $12 million, respectively. At December 31, 2008, the
notional value of the Company’s assumed exposure in the form of total return swaps was
$240 million. At December 31, 2007, the net fair value and notional value of the Company’s
swaps was an unrealized loss of $34 million and $273 million, respectively.

The principal finance portfolio mix has broadened, and as a result, the proportion of the
portfolio related to apparel and retail future flow or intellectual property backed transactions
has declined from 56% as of December 31, 2007 to 50% as of December 31, 2008, with
the remainder distributed over a number of generally unrelated risks. At December 31, 2008
and 2007, approximately 50% and 56%, respectively, of the underlying investments were
rated investment-grade.

For credit default swaps within principal finance, the Company uses externally modeled
quoted prices that use observable market inputs to estimate the fair value. At December 31,
2008, the fair value of the Company’s assumed exposure in the form of credit default

swaps (the Company's net liabilities), was an unrealized loss of $5 million, which was offset
by purchased protection in the form of credit default swaps with an unrealized gain of

$7 million. At December 31, 2008, the notional value of the Company's assumed exposure in
the form of credit defaults swaps was $17 million, which was offset by protection purchased
through the use of credit default swaps with a notional value of $19 million. At December 31,
2007, there were no credit default swap transactions outstanding within principal finance.

The Company utilizes credit default swaps to mitigate the risk associated with its
underwriting obligations, most notably in the credit/surety line, to replicate investment
positions or to manage market exposures and to reduce the credit risk for specific fixed
maturities in its investment portfolio. The counterparties to the Company’s credit default
swaps are all highly rated financial institutions. Excluding the credit default swaps included
within the principal finance portfolio described above, the fair value of these credit default
swaps was a net unrealized gain of $2 million and a net unrealized loss of $2 million at
December 31, 2008 and 2007, respectively. At December 31, 2008, the notional value of
these credit default swaps was $248 million, comprised of $277 million of credit protection
purchased and $29 million of credit exposure assumed. As discussed above, the Company
uses externally modeled quoted prices that use observable market inputs to estimate the fair
value of these swaps.
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The Company uses exchange traded treasury note futures for the purposes of managing
portfolio duration. The notional value of the treasury note futures was a net short position
of $1,112 million and a long position of $485 million at December 31, 2008 and 2007,
respectively, while the fair value of the futures contracts, recorded in other invested assets,
was a net unrealized gain of $9 million and $1 million at December 31, 2008 and 2007
respectively. The Company also uses equity futures to replicate equity investment positions.
The notional value of the equity futures was a short position of $10 million and $nil at
December 31, 2008 and 2007, respectively, while the fair value of the equity futures,
recorded in other invested assets, was a net unrealized loss of $1 million and $nil at
December 31, 2008 and 2007, respectively.

The Company utilizes foreign exchange forward contracts and foreign currency option
contracts as part of its overall currency risk management and investment strategies. Foreign
exchange forward contracts outstanding as of December 31, 2008 and 2007 resulted in a
net unrealized loss of $56 million and an unrealized gain of $20 million, respectively. Foreign
currency option contracts outstanding as of December 31, 2008 and 2007 resulted in an
unrealized loss of $8 million and an unrealized gain of $1 million, respectively.

At December 31, 2008 and 2007, the Company had $83 million and $56 million,
respectively, in strategic investments. These strategic investments included investments in
non-publicly traded companies, private placement equity investments and other specialty
asset classes. The Company also had $26 million in notes receivable at December 31, 2008.

Funds Held by Reinsured Companies (Cedants)

The Company writes certain business on a funds held basis. As of December 31, 2008 and
2007, the Company recorded $786 million and $1,083 million, respectively, of funds held
assets in its Consolidated Balance Sheets, representing 5% of the Company's total assets
at December 31, 2008. The decline in funds held assets at December 31, 2008 compared
to December 31, 2007 is primarily due to the stronger U.S. dollar conversion of funds held
assets on contracts that are denominated in currencies that have depreciated against the
U.S. dollar and due to the non-renewal of a longevity contract which was written on a funds
held basis.

Under such contractual arrangements, the cedant retains the net funds that would have
otherwise been remitted to the Company and credits the net fund balance with investment
income. In general, the purpose of the funds held balances is to provide cedants with
additional security that the Company will honor its obligations. The Company is subject to
the credit risk of the cedant in the event of insolvency or the cedant's failure to honor the
value of the funds held balances for any other reason. However, the Company’s credit risk
is somewhat mitigated by the fact that the Company generally has the contractual ability
to offset any shortfall in the payment of the funds held balances with amounts owed by
the Company to the cedant for losses payable and other amounts contractually due. At
December 31, 2008, the five largest cedants represented 66% of the funds held asset,
with overall net offsetting liabilities owed by the Company to those cedants.

Approximately 71% of the funds held assets at December 31, 2008 earned investment
income based upon a predetermined interest rate, either fixed contractually at the inception
of the contract or based upon a recognized market index (e.g., LIBOR). Interest rates at
December 31, 2008 ranged from 1.0% to 5.0%. Under these contractual arrangements,
there are no specific assets linked to the funds held assets, and the Company is only exposed
to the credit risk of the cedant. These arrangements include two of the five cedants with the
largest funds held assets, which represented 39% of the Company’s total funds held asset.
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With respect to the remaining 29% of the funds held assets at December 31, 2008, the
Company receives an investment return based upon either the results of a pool of assets
held by the cedant, or the investment return earned by the cedant on its entire investment
portfolio. This portion of the Company’s funds held assets at December 31, 2008 included
three of the five cedants with the largest funds held assets, representing 27% of the
Company’s total funds held assets. The Company does not legally own or directly control
the investments underlying its funds held assets and only has recourse to the cedant for
the receivable balances and no claim to the underlying securities that support the balances.
Decisions as to purchases and sales of assets underlying the funds held balances are made
by the cedant; in some circumstances, investment guidelines regarding the minimum credit
quality of the underlying assets may be agreed upon between the cedant and the Company
as part of the reinsurance agreement, or the Company may participate in an investment
oversight committee regarding the investment of the net funds, but investment decisions
are not otherwise influenced by the Company.

Within this portion of the funds held assets, the Company has several annuity treaties which
are structured so that the return on the funds held balances is tied to the performance

of an underlying group of assets held by the cedant, including fluctuations in the market
value of the underlying assets. One such treaty is a retrocessional agreement under which
the Company receives more limited data than what is generally received under a direct
reinsurance agreement. In these arrangements, the objective of the reinsurance agreement
is to provide for the covered longevity risk and to earn a net investment return on an
underlying pool of assets greater than is contractually due to the annuity holders. While

the Company is also exposed to the creditworthiness of the cedant, the risk of loss to the
Company is somewhat mitigated, as the Company generally has the contractual ability to
offset a shortfall in the funds held asset with amounts owed to the cedant. The Company
also has non-life treaties in which the investment performance of the net funds held asset
corresponds to the interest income on the assets held by the cedant; however, the Company
is not directly exposed to the underlying credit risk of these investments, as they serve only
as collateral for the Company'’s receivables. That is, the amount owed to the Company is
unaffected by changes in the market value of the investments underlying the funds held.

In those cases where the Company is exposed to the credit or interest rate risk of an
underlying pool of assets, the Company has applied the guidance of DIG B36. Accordingly,
the Company recognizes as a realized gain or loss the value of the credit and/or interest
rate derivative embedded within the funds held asset balance. In the case of the Company’s
annuity contracts, there is also generally a resulting offsetting adjustment to deferred
acquisition costs related to this business. At December 31, 2008, the cumulative value of
such embedded derivatives was determined to be a loss of approximately $17 million, which
is substantially offset by a comparable but opposite adjustment to deferred acquisition costs.

Unpaid Losses and Loss Expenses

The Company establishes loss reserves to cover the estimated liability for the payment of
all losses and loss expenses incurred with respect to premiums earned on the contracts
that the Company writes. Loss reserves do not represent an exact calculation of the liability.
Estimates of ultimate liabilities are contingent on many future events and the eventual
outcome of these events may be different from the assumptions underlying the reserve
estimates. The Company believes that the recorded unpaid losses and loss expenses
represent Management's best estimate of the cost to settle the ultimate liabilities based on
information available at December 31, 2008.
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At December 31, 2008 and 2007, the Company recorded gross Non-life reserves for unpaid
losses and loss expenses of $7,511 million and $7,231 million, respectively, and net Non-life
reserves for unpaid losses and loss expenses of $7,385 million and $7,099 million, respectively.

The following table provides a reconciliation of the net Non-life reserves for unpaid losses
and loss expenses for the years ended December 31, 2008, 2007 and 2006 (in millions of
U.S. dollars):

2008 2007 2006
Net liability at beginning of year $ 7099 $ 6732 $ 6552
Net incurred losses related to:
Current year 2,564 2,042 2,000
Prior years (418) (414) (252)
2,146 1,628 1,748
Net paid losses (1,581) (1,620) (1,860)
Effects of foreign exchange rate changes (279) 3569 292
Net liability at end of year $ 7385 $ 7099 $ 6732

See Critical Accounting Policies and Estimates — Losses and Loss Expenses and Life Policy
Benefits and Review of Net Income-Results by Segment above for a discussion of losses
and loss expenses and prior years' reserve developments for a discussion of the impact of
foreign exchange on the net reserves.

The 2008 net incurred losses included $332 million for Hurricane lke, the 2007 net incurred
losses included $53 million for European windstorm Kyrill, and the 2006 net incurred losses
reflected low large loss activity. The Non-life ratio of paid losses to net premiums earned

was 47%, 51% and 59%, and the Non-life ratio of paid losses to incurred losses was 74%,
100% and 106% for the years ended December 31, 2008, 2007 and 2006, respectively.
The lower non-life ratio of paid losses to incurred losses for the year ended December 31,
2008 compared to 2007 and 2006 is due to a higher level of net incurred losses in 2008,
resulting primarily from Hurricane Ike, as well as lower paid losses in 2008 compared to
2007 and 2006, which included loss payments from the 2005 hurricane events.

Policy Benefits for Life and Annuity Contracts

At December 31, 2008 and 2007, the Company recorded gross policy benefits for life and
annuity contracts of $1,432 million and $1,542 million, respectively, and net policy benefits
for life and annuity contracts of $1,408 million and $1,499 million, respectively.

The following table provides a reconciliation of the net policy benefits for life and annuity
contracts for the years ended December 31, 2008, 2007 and 2006 (in millions of U.S. dollars):

2008 2007 2006
Net liability at beginning of year $ 1,499 $ 1,388 $ 1,193
Net incurred losses 463 455 363
Net paid losses (353) (430) 278)
Effects of foreign exchange rate changes (201) 86 110
Net liability at end of year $ 1,408 $ 1,499 $ 1,388

The decrease in net policy benefits for life and annuity contracts of $91 million from
December 31, 2007 compared to December 31, 2008 is due to the stronger U.S. dollar
conversion of policy benefits for life and annuity contracts that are denominated in
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currencies that have depreciated against the U.S. dollar, and was partially offset by an
increase in net incurred losses, and a decrease in net paid losses in 2008 compared to
2007 due to the commutation of a financing treaty in 2007.

See Critical Accounting Policies and Estimates — Losses and Loss Expenses and Life Policy
Benefits and Review of Net Income — Results by Segment above for a discussion of life
policy benefits and prior years’ reserve developments.

Contractual Obligations and Commitments

In the normal course of its business, the Company is a party to a variety of contractual
obligations as summarized below. These contractual obligations are considered by the
Company when assessing its liquidity requirements, and the Company is confident in its
ability to meet all of its obligations. Contractual obligations at December 31, 2008, were as
follows (in millions of U.S. dollars):

Total < 1 year 1-3 years 3-5 years > 5 years

Contractual obligations:
Current portion of long-term debt — principal $ 2000 $ 2000 $ — $ — $ —
Long-term debt — principal 200.0 — 200.0 — —
Long-term debt — interest 6.7 4.3 2.4 — —
Operating leases 1516 26.6 51.7 380 35.2
Other operating agreements 274 9.2 15.4 2.8 —
Contract fees under forward sale agreement 8.1 54 2.7 — —
Other invested assets @ 89.1 51.1 345 35 —
Unpaid losses and loss expenses © 75107 2,162.1 1,988.0 1,060.3 2,310.3
Policy benefits for life and annuity contracts @ 2,228.9 275.6 168.3 161.4 1,633.6
Deposit liabilities @ 500.2 56.7 60.2 70.1 3132

Other long-term liabilities:
Senior Notes — principal © 250.0 — — - 250.0
Senior Notes — interest NA 172 34.4 34.4 17.2 per annum
CENts — principal © 250.0 — — — 250.0
CENts — interest NA 16.1 32.2 32.2 16.1 per annum
Series C cumulative preferred shares — principal @ 290.0 — — — 290.0
Series C cumulative preferred shares — dividends NA 19.6 39.2 39.2 19.6 per annum
Series D cumulative preferred shares — principal @ 230.0 — — — 230.0
Series D cumulative preferred shares — dividends NA 16.0 29.9 29.9 156.0 per annum

NA: not applicable

M On January 14, 2009, the Company repaid the current portion of its long-term debt. Accordingly, the Company’s interest obligation has not been included in the
above table.

@ The amounts above for other invested assets represent the Company’s expected timing of funding capital commitments related to its strategic investments.

© The Company’s unpaid losses and loss expenses represent Management's best estimate of the cost to settle the ultimate liabilities based on information available
as of December 31, 2008, and are not fixed amounts payable pursuant to contractual commitments. The timing and amounts of actual loss payments related to
these reserves might vary significantly from the Company'’s current estimate of the expected timing and amounts of loss payments based on many factors, including
large individual losses as well as general market conditions.

@ Policy benefits for life and annuity contracts and deposit liabilities recorded in the Company’s Consolidated Balance Sheet at December 31, 2008 of $1,432 million
and $362 million, respectively, are computed on a discounted basis, whereas the expected payments by period in the table above are the estimated payments at
a future time and do not reflect a discount of the amount payable.
® PartnerRe Finance A LLC does not meet the consolidation requirements of FIN 46(R). Accordingly, the Company shows the related intercompany debt of
$250.0 million in its Consolidated Balance Sheets.
© PartnerRe Finance Il Inc. does not meet the consolidation requirements of FIN 46(R). Accordingly, the Company shows the related intercompany debt of
$257.6 million in its Consolidated Balance Sheets.

(M The Company’s Series C and Series D preferred shares are perpetual and have no mandatory redemption requirement. See Note 14 to Consolidated Financial
Statements for further information.
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The Contractual Obligations and Commitments table above does not include an estimate of the
period of cash settlement of its tax liabilities with the respective taxing authorities given the
Company cannot make a reasonably reliable estimate of the timing of cash settlements.

Due to the limited nature of the information presented above, it should not be considered
indicative of the Company’s liquidity or capital needs. See Liquidity below.

Shareholders’ Equity and Capital Resources Management

Shareholders’ equity at December 31, 2008 was $4.2 billion, a 2.8% decrease compared

to $4.3 billion at December 31, 2007. The major factors contributing to the decrease in

shareholders’ equity in 2008 were:

- a $163 million decline in the currency translation adjustment, resulting primarily from the
translation of PartnerRe Holdings Europe Limited's financial statements into the U.S.
dollar, including an unrealized loss related to the Company’s designated foreign exchange
forward contracts hedging its net investment in foreign subsidiaries and branches;

- dividends declared on both the Company’s common and preferred shares of $135 million;

- repurchase of common shares of $110 million under the Company's share repurchase
program; and

- a $13 million increase in the Company's unfunded pension obligation; partially offset by

- proceeds of $212 million from the reissuance of common shares held in treasury related
to the maturity of the Company’s forward sale agreement;

- netincome of $47 million;

- a $24 million increase in additional paid in capital due to share-based compensation
expenses and the issuance of common shares under the Company’s employee equity
plans of $32 million, which was partially offset by $8 million of contract fees related to the
extension of half of the Company’s forward sale agreement; and

- a $15 million change in net unrealized gains on investments, net of tax.

On January 1, 2008, following the adoption of SFAS 1569, the Company reclassified

$106 million from net unrealized gains, net of tax, included in accumulated other
comprehensive income to opening retained earnings. This reclassification had no impact on
the Company’s total shareholders’ equity.

As part of its long-term strategy, the Company will continue to actively manage capital
resources to support its operations throughout the reinsurance cycle and for the benefit

of its shareholders, subject to the ability to maintain strong ratings from the major rating
agencies and the unquestioned ability to pay claims as they arise. Generally, the Company
seeks to increase its capital when its current capital position is not sufficient to support
the volume of attractive business opportunities available. Conversely, the Company will
seek to reduce its capital, through dividends or stock repurchases, when available business
opportunities are insufficient to fully utilize the Company'’s capital at adequate returns.

Management uses growth in diluted book value per share as a prime measure of the value
the Company is generating for its common shareholders, as Management believes that
growth in the Company's diluted book value per share ultimately translates into growth

in the Company’s stock price. Diluted book value per share is calculated using common
shareholders’ equity (shareholders’ equity less the liquidation value of preferred shares)
divided by the number of fully diluted common shares outstanding (assuming exercise of
all stock-based awards and other dilutive securities). The Company’s diluted book value per
share decreased by 6% to $63.95 at December 31, 2008 from $67.96 at December 31,
2007 due to the decline in shareholders’ equity noted above, as well as additional shares
outstanding as a result of net shares issuances in 2008.
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The table below sets forth the capital structure of the Company at December 31, 2008 and
2007 (in millions of U.S. dollars):

2008 2007
Capital Structure:
Long-term debt $ 200 4% $ 620 12%
Senior notes 250 5 — —
Capital efficient notes @ 250 5 250 5
6.75% Series C cumulative preferred shares,
aggregate liquidation 290 6 290 6
6.5% Series D cumulative preferred shares,
aggregate liquidation 230 5 230 4
Common shareholders’ equity 3,679 75 3,802 73
Total Capital $ 4,899 100% $ 5,192 100%

) PartnerRe Finance A LLC, the issuer of the Senior Notes, does not meet the consolidation requirements of FIN
46(R). Accordingly, the Company shows the related intercompany debt of $250.0 million in its Consolidated
Balance Sheets.

@ PartnerRe Finance ll, the issuer of the capital efficient notes, does not meet the consolidation requirements of
FIN 46(R). Accordingly, the Company shows the related intercompany debt of $257.6 million in its Consolidated
Balance Sheets.

In May 2008, PartnerRe Finance A LLC (PartnerRe Finance A), an indirect wholly-owned

subsidiary of the Company, issued $250 million aggregate principal amount of 6.875%

Senior Notes (Senior Notes). The Senior Notes will mature on June 1, 2018 and may be

redeemed at the option of the issuer, in whole or in part, at any time. Interest on the Senior

Notes is payable semi-annually commencing on December 1, 2008 at an annual fixed rate

of 6.875%, and cannot be deferred.

The Senior Notes are ranked as senior unsecured obligations of PartnerRe Finance A. The
Company has fully and unconditionally guaranteed all obligations of PartnerRe Finance A
under the Senior Notes. The Company’s obligations under this guarantee are senior and
unsecured and rank equally with all other senior unsecured indebtedness of the Company.
The proceeds from the Senior Notes were used to redeem the $220 million, 5.81% fixed
rate bank loan owed by PartnerRe U.S. Corporation (PartnerRe U.S. Holdings), a subsidiary
of the Company, and the remaining net proceeds were used for general corporate purposes.

In October 2005, the Company entered into a forward sale agreement under which it agreed
to sell approximately 6.7 million of its common shares to an affiliate of Citigroup Global
Markets Inc., which affiliate is referred to as the forward counterparty. Under the forward sale
agreement, the Company would deliver common shares to the forward counterparty on one
or more settlement dates chosen by the Company prior to October 2008.

Under the terms of the unamended half of the forward sale agreement, in 2008 the
Company delivered 3,366,295 common shares to the forward counterparty for total
proceeds of $211.6 million (see Notes 14 and 15 to Consolidated Financial Statements).

On July 31,2008, the Company amended the existing forward sale agreement. Under the
terms of the amendment, half the contract matured according to its original term beginning
on September 26, 2008, while the remaining half is extended to April 2010 (see Off-Balance
Sheet Arrangements below).

In October 2005, the Company entered into a loan agreement with Citibank, N.A. under
which the Company borrowed $400 million. The loan, which had an original maturity of
April 2009, bears interest quarterly at a floating rate of 3-month LIBOR plus 0.50%. The
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Company was not permitted to prepay the loan prior to its maturity, and the loan was not
callable or puttable by the lender other than upon an event of default.

On July 31,2008, the Company entered into an amendment (Loan Amendment) to the loan
agreement with Citibank N.A. Under the terms of the Loan Amendment, the maturity of half
of the original $400 million loan was extended to July 12, 2010. The remaining half of the
original loan retained its original maturity of April 27, 2009. Under the Loan Amendment, the
amended half of the loan will bear interest quarterly at a floating rate of 3-month LIBOR plus
0.50% through April 27,2009 and at a rate of 3-month LIBOR plus 0.85% thereafter. The
interest rate on the unamended half of the loan remained unchanged at 3-month LIBOR
plus 0.50%.

On January 8, 2009, the Company entered into a second amendment to the loan agreement
with Citibank N.A. Under the terms of the second loan amendment, the Company has a right
to prepay the half of the original $400 million loan that has a maturity of April 27, 2009. Any
such prepayment under the terms of the second loan amendment will be accompanied by
payment of accrued and unpaid interest on the prepayment amount. The remaining half of
the loan will have a maturity of July 12, 2010 and the Company will not have a right to prepay
this amount. The loan is otherwise unchanged.

On January 14, 2009, the Company repaid half of the original $400 million loan that was
due April 27, 2009.

In November 2006, PartnerRe Finance Il Inc. (PartnerRe Finance ), an indirect wholly-
owned subsidiary of the Company, issued $250 million aggregate principal amount of
6.440% Fixed-to-Floating Rate Junior Subordinated Capital Efficient Notes (CENts). The
CENts will mature on December 1, 2066 and may be redeemed at the option of the issuer,
in whole or in part, after December 1, 2016 or earlier upon occurrence of specific rating
agency or tax events. The CENts are ranked as junior subordinated unsecured obligations
of PartnerRe Finance II. The Company has fully and unconditionally guaranteed on a
subordinated basis all obligations of PartnerRe Finance Il under the CENts. The Company’s
obligations under this guarantee are unsecured and rank junior in priority of payments to the
Company’s current and long-term debt and Senior Notes.

In September 2008, the Company’s Board of Directors increased the shares authorized

for repurchase by the Company to 5 million shares. At December 31, 2008, the Company
had 5 million common shares remaining under its current share repurchase authorization.
During 2008, the Company repurchased an aggregate of 1,532,460 of its common shares
pursuant to its repurchase program at a total cost of approximately $110 million, representing
an average cost of $71.79 per share, of which a cumulative 1.3 million common shares are
currently held in treasury and are available for reissuance.

During 2007, the Company repurchased in the open market 3.6 million of its common shares
pursuant to its share repurchase program at a total cost of $275.0 million, representing an
average cost of $76.06 per share. No shares were repurchased in 2006.

Liquidity

Liquidity is a measure of the Company’s ability to access sufficient cash flows to meet

the short-term and long-term cash requirements of its business operations. Management
believes that its significant cash flows from operations and high quality liquid investment
portfolio will provide sufficient liquidity for the foreseeable future. Cash and cash equivalents
were $838 million at December 31, 2008. Cash flows from operations in 2008 decreased
to $1,159 million, from $1,227 million in 2007. This decrease in cash flows from operations
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was mainly due to a change in asset allocation to sell approximately $128 million of trading
securities in 2007, which were classified as operating cash flows. Following the adoption of
SFAS 159 on January 1, 2008, purchases and sales of trading securities are classified as
investing cash flows. Without the impact of trading securities, net cash provided by operating
activities in 2007 was $1,099 million compared to $1,169 million in 2008.

The increase in cash flows in 2008 compared to 2007 was primarily due to a 9%
increase in net investment income and lower taxes paid, which was partially offset by lower
underwriting cash flows. The growth in net investment income was primarily a result of

an increase in the asset base of the fixed maturity portfolio, higher average reinvestment
rates on fixed maturities in 2008 compared to 2007, and the weakening of the U.S. dollar,
on average, during 2008 compared to 2007. The lower underwriting cash flows in 2008
compared to 2007 were primarily driven by an increase in operating expenses.

The Company is a holding company with no operations or significant assets other than

the capital stock of the Company's subsidiaries and other intercompany balances. The
Company has cash outflows in the form of operating expenses, interest payments related
to its long-term debt, dividends to both common and preferred shareholders and, from
time to time, cash outflows for principal repayments related to its long-term debt, and the
repurchase of its common shares under its share repurchase program. For the year ended
December 31, 2008, the Company incurred operating expenses of $73 million, interest paid
was $16 million, common dividends paid were $100 million and preferred dividends paid
were $35 million. In addition, the Company paid approximately $10 million of contract fees
and interest related to its forward sale agreement in 2008. In January 2009, the Company
announced that it was increasing its quarterly dividend to $0.47 per common share or
approximately $106 million in total for 2009, assuming a constant number of common
shares outstanding and a constant dividend rate, and it will pay approximately $35 million
in dividends to preferred shareholders.

The Company relies primarily on cash dividends and payments from its subsidiaries to pay
the operating expenses, interest expense, shareholder dividends and other obligations of the
holding company that may arise from time to time. The Company expects future dividends
and other permitted payments from its subsidiaries to be the principal source of its funds to
pay expenses and dividends. The payment of dividends by the reinsurance subsidiaries to the
Company is limited under Bermuda and Irish laws and certain statutes of various U.S. states
in which PartnerRe U.S. is licensed to transact business. There are currently no significant
restrictions on the payment of dividends by Partner Reinsurance. However, PartnerRe
Europe is currently restricted from paying dividends under Irish company law given it has
negative retained earnings due to transactions undertaken as part of its reorganization, and
PartnerRe U.S. is currently restricted from paying dividends under New York law given it has
negative earned surplus (see Note 11 to Consolidated Financial Statements).

The reinsurance subsidiaries of the Company depend upon cash inflows from the collection
of premiums as well as investment income and proceeds from the sales and maturities of
investments to meet their obligations. Cash outflows are in the form of claims payments,
purchase of investments, operating expenses, income tax payments, intercompany payments
as well as dividend payments to the holding company, and additionally, in the case of
PartnerRe U.S. Holdings, interest payments on the Senior Notes and the CENts. PartnerRe
U.S. Holdings and its subsidiaries have $250 million in Senior Notes as well as $250 million
of CENts outstanding at December 31, 2008 and it will pay approximately $33 million in
aggregate interest payments in 2009 related to this debt.
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Historically, the operating subsidiaries of the Company have generated sufficient cash flows
to meet all of their obligations. Because of the inherent volatility of the business written by
the Company, the seasonality in the timing of payments by cedants, the irregular timing of
loss payments, the impact of a change in interest rates and credit spreads on the investment
income as well as seasonality in coupon payment dates for fixed income securities, cash
flows from operating activities may vary significantly between periods. The Company expects
that annual positive cash flows from operating activities will be sufficient to cover claims
payments through 2009, absent a series of unusual catastrophic events. In the unlikely event
that paid losses accelerate beyond the ability to fund such payments from operating cash
flows, the Company would use its cash balances available, or liquidate a portion of its high
quality and liquid investment portfolio. As discussed under Investments above, the Company's
investments and cash totaled $11.7 billion at December 31, 2008, the main components of
which were investment grade fixed income securities, short-term investments and cash and
cash equivalents totaling $10.9 billion.

The Company and its subsidiaries have access to a revolving line of credit of up to $350 million
as part of the Company’s syndicated unsecured credit facility (see Credit Facilities below). As
of December 31, 2008, there were no borrowings under this line of credit.

Financial strength ratings and senior unsecured debt ratings represent the opinions of rating
agencies on the Company’s capacity to meet its obligations. In the event of a significant
downgrade in ratings, the Company’s ability to write business and to access the capital
markets could be impacted. Some of the Company’s reinsurance treaties contain special
funding and termination clauses that would be triggered in the event the Company or one of
its subsidiaries is downgraded by one of the major rating agencies to levels specified in the
treaties, or the Company’s capital is significantly reduced. If such an event were to occur, the
Company would be required, in certain instances, to post collateral in the form of letters of
credit and/or trust accounts against existing outstanding losses, if any, related to the treaty.
In a limited number of instances, the subject treaties could be cancelled retroactively or
commuted by the cedant (see Risk Factors in ltem 1A of Part | of the Company’s Form 10-K
for the Company'’s financial strength ratings).

Credit Facilities

In the normal course of its operations, the Company enters into agreements with financial
institutions to obtain unsecured credit facilities. These facilities are used primarily for the
issuance of letters of credit, although a portion of these facilities may be used for liquidity
purposes. Under the terms of certain reinsurance agreements, irrevocable letters of credit
are issued on an unsecured basis in respect of cedants’ reported loss and unearned
premium reserves (see Note 18 to Consolidated Financial Statements).

Included in the total credit facilities available to the Company at December 31, 2008, is

a $700 million five-year syndicated, unsecured credit facility which matures in September
2010. In February 2009, the Company and its lenders agreed to release one of the
participants from its obligations under the syndicated facility. As such, the facility has been
reduced from $700 million to $660 million. All other terms and conditions remain unchanged.
This credit facility enables the Company to potentially increase its available credit from

$660 million to $960 million. The ability of the Company to increase its available credit to
$960 million is subject to the agreement of the credit facility participants and, given the
current financial crisis and related credit environment, this may be limited.
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The Company and its subsidiaries have access to a revolving line of credit of up to
$350 million as part of the Company’s syndicated unsecured credit facility. As of
December 31, 2008, there were no borrowings under this line of credit.

The syndicated unsecured credit facility allows for an adjustment to the level of pricing
should the Company experience a change in its senior unsecured debt ratings. The pricing
grid provides the Company greater flexibility and simultaneously provides participants under
the facility some price protection. As long as the Company maintains a minimum senior
unsecured debt rating of BBB+ by Standard & Poor's and Baa1 by Moody's, the pricing

on the facility will not change significantly (see Risk Factors in ltem 1A of Part | of the
Company's Form 10-K for the Company's financial strength ratings).

Some of the credit facilities contain customary default, cross payment and acceleration
provisions and require that the Company maintain certain covenants. The Company’s breach
of any of the covenants would result in an event of default, upon which the Company may
be required to repay any outstanding borrowings and replace or cash collateralize letters of
credit issued under these facilities. The long-term debt and capital securities issued by the
Company and its subsidiaries contain similar provisions. These include, but are not limited
to, failure to make interest and principal payments, breaches of various covenants, payment
defaults or acceleration of indebtedness, certain events of bankruptcy and changes in
control of the Company. At December 31, 2008, the Company was in compliance with all
required covenants, and no conditions of default existed related to the Company’s credit
facilities or any of its debt or capital securities.

Off-Balance Sheet Arrangements

In October 2005, the Company entered into a forward sale agreement under which it agreed
to sell approximately 6.7 million of its common shares to an affiliate of Citigroup Global
Markets Inc., which affiliate is referred to as the forward counterparty. Under the forward sale
agreement, the Company would deliver common shares to the forward counterparty on one
or more settlement dates chosen by the Company prior to October 2008.

Under the terms of the unamended half of the forward sale agreement, in 2008 the
Company delivered 3,366,295 common shares to the forward counterparty for total
proceeds of $211.6 million.

On July 31,2008, the Company amended the existing forward sale agreement. Under the
terms of the amendment, half the contract matured according to its original term beginning
on September 26, 2008 (see Shareholders’ Equity and Capital Resources Management
above), while the remaining half is extended to April 2010.

The extension with the forward counterparty allows the Company to deliver 3,366,295 of the
6,732,590 common shares subject to the original contract to the forward counterparty at any
time during the remaining term of the agreement, which will mature beginning on April 28,
2010. The future sale price of the Company’s common shares under the amended half of

the forward sale agreement will vary depending upon the market price of its common shares
over a 40 trading day period surrounding the maturity of the forward sale agreement in April
2010, subject to a minimum price per share of $59.33 and a maximum price per share of
$84.43 at December 31, 2008. If the Company elects to settle all or a portion of the forward
sale agreement prior to its maturity, the Company will deliver common shares to the forward
counterparty and will initially receive the present value of the minimum price per share, and
the remaining payment, if any, due to the Company will be made at maturity of the agreement
based on the excess of the market price of the Company’s common shares over the minimum
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price per share at maturity of the contract. Settlement of the forward sale agreement may

be accelerated by the forward counterparty upon the occurrence of certain events, and the
maximum and minimum purchase prices will be reduced or increased quarterly depending on
the amount of the Company’s dividends (see Note 15 to Consolidated Financial Statements).

Currency

The Company’s reporting currency is the U.S. dollar. The Company has exposure to foreign
currency risk due to both its ownership of its Irish, French and Canadian subsidiaries and
branches, whose functional currencies are the euro and Canadian dollar, and to underwriting
reinsurance exposures, collecting premiums and paying claims and other operating expenses
in currencies other than the U.S. dollar and holding certain net assets in such currencies.
The Company's most significant foreign currency exposure is to the euro.

At December 31, 2008, the value of the U.S. dollar strengthened approximately 28% against
the British pound, 20% against the Canadian dollar and 4% against the euro compared to
December 31, 2007. Since a large proportion of the Company’s assets and liabilities are
expressed in these currencies, there was a decrease in the U.S. dollar value of the assets
and liabilities denominated in these currencies at December 31, 2008.

Net foreign exchange gains amounted to $6 million during the year ended December 31,
2008 compared to losses of $15 million and $24 million during the years ended
December 31, 2007 and 2006, respectively (see Review of Net Income above). In
accordance with SFAS 52, “Foreign Currency Translation”, the foreign exchange gain or
loss resulting from the translation of its subsidiaries’ and branches’ financial statements
(expressed in euro or Canadian dollar functional currency) into U.S. dollars is classified

in the currency translation adjustment account, which is a component of accumulated
other comprehensive income in shareholders’ equity. The currency translation adjustment
account decreased by $163 million during the year ended December 31, 2008 compared to
increases of $129 million and $56 million during the years ended December 31, 2007 and
2006, reflecting both the Company’s net asset exposure to currencies other than the U.S.
dollar and the impact of significant foreign exchange fluctuations, particularly in 2008.

The following table provides a reconciliation of the currency translation adjustment for the
years ended December 31, 2008, 2007 and 2006 (in millions of U.S. dollars):

2008 2007 2006
Currency translation adjustment at beginning of year $ 198 $ 69 % 13
Change in currency translation adjustment included in
accumulated other comprehensive income (126) 129 56
Net unrealized loss on designated net investment hedges
included in accumulated other comprehensive income (37) — —
Currency translation adjustment at end of year $ 35 $ 198 $ 69

During the fourth quarter of 2008, the Company entered into foreign exchange contracts
(with notional amounts of euro 250 million and Canadian $125 million) to hedge a portion
of its net investment exposure to euro and Canadian dollar exchange fluctuations resulting
from the translations of its Irish, French and Canadian subsidiaries and branches. The net
unrealized loss of $37 million at December 31, 2008 is included in the table above. See
Quantitative and Qualitative Disclosures About Market Risk — Foreign Currency Risk below
for a discussion of the Company’s risk related to changes in foreign currency movements.
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Effects of Inflation

The effects of inflation are considered implicitly in pricing and estimating reserves for unpaid
losses and loss expenses. The actual effects of inflation on the results of operations of the
Company cannot be accurately known until claims are ultimately settled.

New Accounting Pronouncements
FSP SFAS 157-2

In February 2008, the FASB issued FSP SFAS 157-2, “Effective Date of FASB Statement
No. 157" (FSP SFAS 157-2), which permits a one-year deferral of the application of

SFAS 157 for all non-financial assets and non-financial liabilities, except those that are
recognized or disclosed at fair value in the financial statements on a recurring basis. The
Company will adopt FSP SFAS 157-2 for non-financial assets and non-financial liabilities on
January 1, 2009 and is currently evaluating the impact of this adoption on its consolidated
shareholders’ equity and net income.

SFAS 160

In December 2007, the FASB issued Statement No. 160, “Noncontrolling Interests in
Consolidated Financial Statements — an amendment of ARB No. 51" (SFAS 160). SFAS 160
amends Accounting Research Bulletin No. 51, “Consolidated Financial Statements” (ARB 51)
to establish accounting and reporting standards for a noncontrolling interest in a subsidiary
and for the deconsolidation of a subsidiary. It also amends certain of ARB 51's consolidation
procedures for consistency with the requirements of FASB Statement No. 141 (revised
2007), “Business Combinations”.

SFAS 160 will be effective for fiscal years beginning after December 15, 2008, and the
Company will adopt SFAS 160 as of January 1, 2009. SFAS 160 may not be applied
retroactively and early adoption is prohibited. The Company is currently evaluating the impact
of the adoption of SFAS 160 on its consolidated shareholders’ equity and net income.

EITF 07-05

In June 2008, the FASB's Emerging Issues Task Force reached a consensus regarding EITF
Issue No. 07-5, “Determining Whether an Instrument (or Embedded Feature) Is Indexed to
an Entity's Own Stock” (EITF 07-5). EITF 07-5 outlines a two-step approach to evaluate

the instrument’s contingent exercise provisions, if any, and to evaluate the instrument's
settlement provisions when determining whether an equity-linked financial instrument (or
embedded feature) is indexed to an entity’s own stock. EITF 07-5 is effective for fiscal years
beginning after December 15, 2008 and must be applied to outstanding instruments as of
the beginning of the fiscal year of adoption as a cumulative-effect adjustment to the opening
balance of retained earnings. Early adoption is not permitted. The Company is currently
evaluating the impact of the adoption of EITF 07-5.





